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PROCEEDINGS 

STATEMENT  CF  MR*  LINDSAY  HOPKINS. 

THE  CHAIRMAN,  Mr.  Morgan  was  scheduled  to  appear  personal- 
ly  this  morning.  He  has  requested  that  Mr,  Hopkins,  who  is 
largely  interested  in  this  industry,  be  given  five  minutes  be- 
fore he  starts. 

Mr.  Hopkins,  will  you  go  right  ahead? 

MR.  HOPKINS:  Mr.  Chairman  and  gentlemen: 

I will just  read  a very  short  statement: 

Competent  witnesses  in  previous  testimony  before  the 
Commission  have  made  the  statement  that,  at  present  rates  of 

pay,  existing  air  transport  companies  will  be  in  bankruptcy 
or  need  refinancing  not  later  than  June  30,  1935.  They  have 

emphasized  what  are  recognized  as  the  cold,  hard  facts  of  the 
situation  that  unless  specific  legislation,  based  on  common 
fairness  and  embodying  a well  defined  government  policy,  is 
passed  by  the  new  Congress  the  companies  by  that  time  will 
have  reduced  their  cash  resources  to  a point  where  they  will 
be  unable  to  continue  operations  without  extensive  refinancing. 

Addressing  myself  to  this  problem  of  refinancing 
from  the  standpoint  of  an  investor,  I cannot  see  where  these 
companies  may  look  ferward  to  any  degree  of  support  in  the 
private  capital  market*  So  long  as  the  word  uncertainty  is 
written  in  red  ink  across  their  balance  sheets  the  private 
investor  will  turn  his  attention  elsewhere  for  business  gain. 
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The  unexpected  and  complete  change  in  government  policy 
toward  the  air  transport  companies,  plus  the  critical  attitude 
of  certain  congressional  investigating  bodies  toward  aircraft 
manufacturing  concerns,  has  aoted  with  demoralizing  effeot 
upon  the  entire  financial  structure  of  the  aviation  industry. 
We  need  only  examine  the  depreciation  in  aviation  stock  values 
during  this  recent  period  to  understand  the  reluctance  of 
private  investors  to  enter  the  field. 

But  let  us  assume  that  the  neceseary  refinancing  will 
be  forthcoming  from  those  seeking  to  protect  present  invest- 
ments. I t will  undoubtedly  give  rise  to  capital  structures 
that  volume  of  business  cannot  support,  forcing  the  industry 
to  carry  this  added  burden  for  years  to  come.  Obviously  addi- 
tional funds  used  in  a refinancing  program  would  not  provide 
new  physical  values,  but,  as  others  have  pointed  out,  would 
represent  the  great  losses  suffered  by  the  companies  during 
the  period  of  uncertainty. 

It  is  neceseary,  therefore,  for  the  government  to  deter- 
mine a fixed  policy  before  confidence  can  be  restored  to  a 
point  where  the  public  again  will  advance  funds  for  develop- 
ment of  the  industry.  Such  a policy  should  be  so  defined  as 
to  give  the  operating  companies  a definite  objective,  enabling 
them  to  look  forward  to  an  expansion  program  covering  a period 
of  years.  What  incentive  is  there  for  capital  to  support  an 
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enterprise  limited  to  a year-to-year  program  where  the 
industry  is  still  in  its  formative  stage? 

In  encouraging  development  of  the  rail  transport  tion 
industry  through  land  grants  and  otherwise  during  its  early 
stages  the  government  idid  not  later  seek  to  inject  uncer- 
tainty by  revoking  the  grants.  Nor  did  it  alter  its  steady 
policy  of  aiding  development  of  the  automotive  industry 
through  appropriations  for  improved  highways. 

The  same  attitude  of  cooperation  should  be  adopted 
with  respect  to  our  latest  and  fastest  method  of  transporta- 
tion. With  an  eye  to  the  future  and  not  to  the  past,  we 
should  look  forward  to  the  inevitable  time  when  air  transpor- 
tation will  prove  the  key  stone  not  only  in  €ur  domestic  and 
foreign  commerce,  but  in  our  program  of  national  defense. 

Employing  cur  characteristic  inventive  genius  and 
industrial  initiative,  the  United  States  has  progressed  to 
a position  of  world  leadership  in  aeronautics,  permitting 
us  to  visualize  the  time  when  the  fruits  of  this  leadership 
will  represent  a considerable  influence  in  foreign  trade. 

It  would  be  folly  to  take  a short-sighted  view  of  things 
with  the  prospects  that  lie  ahead. 

There  is  another  phase  of  the  capital  investment 
situation  that  should  command  consideration.  Many  thousands 
of  our  people  of  moderate  incomes  have  invested  their  sav- 
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ings  in  aviation  enterprises,  directly  or  indirectly.  They 
did  so  on  the  belief  that  certainly  no  government  interfer- 

eftcewould  be  initiated  to  encompass  their  ruin.  Many  lafcge 
investors  acted  in  the  same  mistaken  feeling,  but  it  is 
safe  to  say  that  the  latter  group  , for  the  most  part,  are 
out  of  the  market.  The  smallvinvestor  is  still/holding  the  bag. 

In  concluding  this  brief  statement,  I venture  to  -Gay, 
gentlemen,  that  if  Congress,  guided  by  what  I am  sure  will  be 
the  sound  recommendations  of  this  Commission,  makes  legislative 
enactments  removing  the  uncertainties  of  the  present  and 
outlining  a constructive  government  policy  on  air  development, 
ample  private  capital  will  be  forthcoming  to  finance  the  in- 
dustry through  the  remaining  period  of  stress  preliminary 
to  establishing  itself  on  a profitable  basis.  A<?  I view  it, 

we  are  now  on  the  threshold  of  such  a development. 

THE  CHAIRMAN.  Are  there  any  questions  of  Mr.  Hopkins? 

We  are  very  much  obliged  to  you,  Mr.  Hopkins. 

MR.  HOPICENS:  Thank  you  very  much,  gentlemen* 

STATEMENT  OF  THOMAS  A.  MORGAN. 

MR.  LANE.  Is  it  your  intention  to  read  this  entire 
statement,  Mr*  Morgan? 

MR.  MORGAN:  No,  it  is  not. 

MR.  LANE.  You  are  juet  going  to  highlight  it  for  us? 

MR.  MORGAN.  I would  like  to  follow  the  wishes  of  the  Com- 
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mission  in  that*  I have  parts  of  it  I would  like  to  read, 
but  parts  of  it  I would  like  just  to  leave  in  the  record, 
particularly  the  latter  part  of  it.  In  other  words,  I 
do/iot  want  to  take  up  a lot  of  time  uselessly  if  it  can  be 
avoided* 

MR.  LAKE.  AL1  right;  suppose  you  highlight  it  for 

us,  then,  and  put  in  such  portions  as  you  want.  >•  ^f  course, 
your  brief  will  be  a part  of  the  record,  not  in  the  trans- 
cript but  in  the  filesj  so  so  far  as  getting  in  the  record 
is  concerned,  this  statement  itself  becomes  a part  of 
our  permanent  record. 

MR.  WARNER:  Of  course,  we  have  not  seen  it  until 
this  moment  and  we  would  like  to  have  you  oallto  our  atten- 
tion anything  that  seems  likely  to  lead  to  question  or 
invite  further  discussion. 

1®.  MORGAN.  All  of  the  firstpart  of  it,  several 
pages,  I wnuld  like  to  read: 

Mr.  Chairman  and  members  of  the  Federal  Aviation  Com- 
mission: 

I appreciate  the  privilege  you  have  given  me  to  pre- 
sent some  observations  and  recommendations  on  aviation 
which  I trust  will  be  of  benefit  to  you  in  this  very  im- 
portant problem  •'With  which  you  are  now  concerned.  I firm- 
ly believe  that  the  future  progress  .and  welfare  of  the  avia- 


' ••  ri 


' ■ 


•J 


r,  j • 


: 


'j'.f 


I 


a 


2527 


tion  industry  in  the  United  States  will  depend  upon  the 
results  of  your  work* 

My  experience  in  aviation  began  in  1912  when  I joined 
the  Sperry  Gyroscope  Company,  having  left  the  Navy  for 
that  purpose. 

The  Sperry  Gyroscope  Company  pioneered  the  development 
of  aeronautical  instruments  in  this  country*  I became 
President  of  the  Sperry  Gyroscope  Company  in  1928.  I was 
Vice  President  of  Eastern  Air  Transport  from  1930  to  1933. 

In  1931  I was  elected  President  of  the  Curtiss^ Wright  Cor- 
poration, a position  which  I now  hold* 

I am  also  President  of  The  Sperry  Corporation,  and  am 
now  serving  my  second  term  as  President  of  the  Aeronautical 
Chamber  of  Commerce  of  America. 

Since  1912,  I have  made  many  first  hand  studies  of 
European  aviation.  I last  went  abroad  in  July  of  this  year, 
and  visited  England,  France,  Italy,  Germany,  Switzerland, 
Russia  and  Turkey,  returning  to  this  country  inOctober. 

I will  confine  my  remarks  principally  to  problems  of 
the  manufacturing  industry,  the  development  of  the  export 
market,  and  observations  of  European  aviation.  My  testimony 
on  civil  and  commercial  aeronautics  and  its  problems  will  be 
brief,  because  representatives  of  air  transportation  company 
ies  have  appeared  before  your  commission  who  are  far  more 
qualified  than  I to  speak  on  that  subjeot. 
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X wish  to  emphasize  that  the  industry  faces  a very  uncer- 
tain future  and  is  now  struggling  through  a most  critical 
period.  I say  critical,  because  certain  fundamental  Governmen- 
tal actions  may  cause  the  aviation  industry  of  this  country 
to  continue  to  lead  the  world,  or  to  fall  behind  to  second, 
third,  or  fourth  place. 

Oommercial  Aviation: 

The  high  position  whichyfcommercial  aviation  in  the  United 
States  holds  in  the  world  t-fcday  is  well  known.  The  development 
of  high  speed,  efficient  aircraft  in  this  field  today  is  a re- 
sult of  years  of  development  and  research,  and  the  cooperation 
of  the  Government  with  private  industry. 

To  hold  this  position  and  for  the  country  to  be  able  to 
reap  the  full  benefit  that  this  new  means  of  transportation 
and  communication  offers,  it  will  require  the  continuation  of 
fullGovernment  cooperation  by  commensurate  payment  for  services 
rendered,  plus  sufficient  financial  aid  in  the  immediate 
future  to  insure  rapid  development,  in  order  that  our  aviation 
will  be  in  a condition  to  render  efficient  service  in  national 
defense  and  maximum  usefulness  to  the  public  for  transporta- 
tion and  communication.  To  fully  achieve  these  high  purposes, 
it  is  my  belief  that  a Federal  Agency  should  be  established 
for  the  purpose  of  supervising  cfcil  aeronautics,  and  to 
have  under  its  direction  the  many  aviation  activities  now 
scattered  among  the  various  Departments  of  the  Government. 
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Such  an  agency  should  have  a non— political  staggered 
membership*  It  could  be  so  set  up  as  to  insure  the  develop- 
ment of  a broad  policy  and  a continuity  of  the  application 
of  such  a policy.  It  would  lessen  the  possibility  of  over- 
lapping and  conflict  in  administration,  which  would  insure 
the  protection  of  the  Government’s  interests,  develop  pub- 
lic confidence  and  give  to  the  industry  the  foundation  for 
a feeling  of  security.  Among  the  many  problems  to  be  solved 
is  the  matter  of  air  mail  rates  to  the  transport  companies, 
which  should  be  adjusted  to  give  fair  compensation  and 
permit  those  companies  to  continue  the  necessary  technical 
developments  and  expansion.  Steps  should  be  taken  to  increas' 
the  air  mail  volume  so  that  in  the  not  far  distant  future 
this  service  will  be  self  sustaining. 

NECESSITY  FOR  A STRONG  AVIATION  INDUSTRY: 

The  need  for  a strong, healthy  and  well  statSLiaed  avia- 
tion industry  is  more  ^parent  today  than  ever  before.  I 
will  attempt  to  outline  below  some  of  the  important  reasons 
for  holding  this  belief. 

There  is  the  basic  need  cf  assurance  thqt  in  the  case 
of  an  emergency  there  shall  be  available  an  immediate  de- 
pendable source  of  supply  of  military  aircraft,  aircraft 
engines  and  accessories.  The  necessary  rapid  expansion 
inherent  in  such  a situation  cannot  otherwise  be  efficiently 
carried  out.  The  rapid  rate  of  change  of  design  in  aircraft 


3530 


and  engines  creates  a condition  wherein  there  is  no  other 
available  source  of  supply  than  an  established  industry 
devoting  its  time  and  energies  to  research,  development  and 
manufacturing. 

having  in  mind  our  basic  military  policy  where  relative 
small  quantities  of  equipment  are  kept  on  hand  for  imme- 
diate use,  the  problem  of  furnishing  aircraft  Quickly  is 
one  of  vital  importance.  It  requires  manufacturing  on  a 
large  scale  as  rapidly  as  possible  of  this  highly  technical 
material.  In  this  connection,  our  experience  in  the  last 
war  has  not  been  forgotten,  and  I would  like  to  refer  to 
the  investigation  of  aircraft  production  made  by  The  Honl 

i 

Charles  Evans  Hughes  in  19180  In  the  findings  of  this 
investigation  is  given  the  cause  of  delay  as  follows: 

First:  Lack  of  knowledge  and  experience. 

"This  was  a fundamental  difficulty  affecting  produc- 
tion in  all  its  stages,  The  industry  was  new,  and 
there  was  a lack  of  engineer s^and  skilled  workmen. 

Novel  problems  were  encountered  at  every  step,  and 
lack  of  knowledge  bred  indecision  and  confusion.  Ex- 
perience in  other  manufacturing  enterprises  gave  no 
assurance  of  facility  in  this  untried  field.” 

In  order  to  keep  abreast  or  ahead  of  the  development 
in  other  countries,  there^s  an  urgent  need  fcr/jontinu^us 
experimentation  and  research.  This  development  must  be  car- 
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ried  on,  in  order  to  be c ontinuous,  by  a strong  industry. 

The  need  for  incentives  for  the  maintenance  of  adequate 
and  experienced  engineering  staffs  must  be  ever  present  in 
the  minds  cf  Government  officials  entrusted  with  the  respon- 
sibility of  developing  military  airplanes  and  airplane 
engines. 

There  is  also  a great  need  for  uniform  production 
among  the  manufacturing  units  of  the  industry  in  order  that 
there  may  be  at  all  times  an  adequate  foundation  on  which 
to  rapidly  build  in  the  event  of  emergency.  This  uniform 
production  can  on^.y  be  assured  by  negotiation  of  contracts 
with  manufacturing  units  which  are  adequately  equipped  and 
staffed  in  all  depar  tments.  A well  planned  program  which 
bears  in  mind  the  need  for  maintaining  uniform  production 
in  plants  which  are  satisfactorily  fulfilling  their  func- 
tion of  efficiently  providing  advanced  types  to  the  Govern- 
ment, is  essential.  I know  of  no  foreign  government  that 
purchases  its  aircraft  by  actual  competitive  bidding. 

There  are  certain  trends  now  being  expressed  in  legis- 
lation which  it  is  believed  are  definitely  contrary  to  the 
continuation  of  a sound  industry.  One  of  these  is  the  legis- 
lation which  places  the  Government  in  direct  competition 
with  the  industry.  Such  competition  kills  the  incentive 
for  development  in  the  industry  in  addition  to  placing  in 
the  already  small  field  a production  competitor  who  also 
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serves  as  judge  on  the  products  of  the  industry..  I believe 
there  is  no  more  unsound  principle  and  no  item  among  those 
which  I shall  imention  which  is  more  inimical  to  the  best 
interests  of  both  the  industry  and  the  Government  than  the 
tendency  towards  placing  Government  agencies  in  the  dual 
role  of  judge  and  competitor. 

The  best  means  for  accomplishing  improvement  in  any- 
thing is  to  offer  an  incentive.  That  incentive  i&  manufac- 
turing is  profit.  Recent  legislation  specifying  fixed  prof- 
it limitation  in  contracts  placed  by  the  Government  for  the 
procurement  of  aircraft  and  aircraft  engines  is  basically 
dangerous  from  the  standpoint  of  maintaining  a strong  indus- 
try and  if  universally  applied  can  very  well  crush  the  indus 
try  completely. 

This  limitation  of  profit  is  having  the  effect  of  des- 
troying incentives  in  the  invention  and  development  of  avia- 
tion products. 

The  effect  of  limiting  profit  to  an  arbitrary  percentag 
of  the  cost  or  price  is  to  give  the  industry  of  simple  and 
crude  products  a much  greater  reward  than  the  industries 
who  are  rendering  a complex  and  difficult  service.  In  the 
development  of  new  meohanisms,  the  most  desirable  objective 
is  better  performance  through  greater  accuracy  and  greater 
reliability.  The  most  effective  way  to  accomplish  this 
objective  is  by  a mechanical  simplification  whichresults  in 
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lower  costs.  With  a 10$  profit  limitation  on  each  contract 
there  is  no  incentive  for  a manufacturer  to  offer  a superior 
product  to  the  Government.  On  the  contrary,  there  i s a 
strong  incentive  to  stick  to  the  older  and  more  expensive 
design  in  order  to  secure  a larger  profit.  If  profit  limi- 
tations  are  unavoidable,  then  the  profits  should  be  limited'" 
over  an  extended  period  of  time  of  at  least  a year’s  dura- 
tion, and  should  take  into  considerationthe  character  of 
the  product  produced  and  the  investment  in  plant,  machinery 
and  technical  organization  necessary  to  produce  the  article. 

The  record  shows  that  in  connection  with  the  procure- 
ment of  one  branch  of  the  service  during  the  past  six  years 
profits  for  all  business  contracted  have  been  small  and  in 
the  case  of  experimental  contracts  has  been  non-existent  to 
the  extent  of  losses  of  thirty-four  percent  on  the  average 
and  of  a great  deal  more  in  specific  instances.  If,  there- 
fore, a profit  limitation  is  to  be  placed  on  (production  con- 
tracts, it  is  obvious  that  there  .mist  be  complete  recognition, 
of  the  need  for  assuring  a profit  on  e^qp erimental  contracts. 
The  generalprocedure  in  fact  authorized  under  the  Air  Corps 
Act  of  1936,  wherein  an  average  profit  limitation  for  all 
work  carried  out  on  a basis  of  an  audit  was  specified,  is 

a much  more  logical  method  to  follow  tharyfche  profit  limita- 
tion on  specific  contracts.  It,  therefore,  becomes  neces- 
sary for  the  Government  to  so  alter  its  method  of  procure- 
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raent  for  experimental  and  development  work  as  to  assure 
a sufficiently  healthy  condition  in  the  industry  sothat 
the  needed  engineering  development  can  remain  continuous 
and  not  be  constantly  retarded  by  the  disbanding  of  the 

staffs  of  companies  reduced  in  business  to  a minimum  or 
forced  out  of  existence  entirely. 

The  ultimate  end  in  the  present  tendency  of  the 
scheme  of  limitation  of  profits  will  be  to  reach  a condition 
which  approximates  the  cost  plus  contract  which  it  is  be- 
lieved has  already  been  adequately  argued  as  being  unsound 
from  all  standpoints  to  serve  as  a basis  of  peace  time  pro- 
curement by  the  Government. 

It  is  also  believed  that  the  so-called  speculation 
development  contract  is  unsound  as  the  basis  of  a policy 
by  the  Government  procurement  agency  to  serve  as  the  method 
used  in  obtaining  new  designs.  This  policy  places  an  un- 
fair burden  on  the  industry  as  it  forces  a tremendous  finan- 
cial loss  on  a large  number  of  companies  which  may  compete 

for  business  of  a given  type.  Such  development  losses 
whether  incurred  in  this  manner  of  speculative  development 
or  through  inadequate  payment  on  development  contracts, 
creates  an  adverse  financial  situation  which  will  ultimate- 
ly force  out  of  existence  many  companies,  particularly  when 
considered  in  parallel  with  the  profit  limitation  arrange- 
ment for  production  orders. 
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In  view  of  the  above  discussion,  I recommend  the  follow- 
ing: 

10  The  abandonment  of  competition  in  the  design  and 

construction  of  airplanes  and  airplane  engines  by  the 
Government  agencies, 

2,  The  establishment  of  the  principle  that,  in  the  con- 
tracting for  projects  of  an  experimental  or  develop- 
ment nature  full  payment  for  services  rendered  shall 
be  made  to  the  contractor, 

3,  The  definite  elimination  of  the  so-called  speculative 
development  policy  as  a means  of  procuring  experimen- 
tal aircraft, 

4,  The  establishment  of  a policy  which  has  as  its  basis 
the  placing  of  contracts  in  the  industry  to  firms 
possessing  adequate  manufacturing  facilities  and  de- 
sign staffs  so  that  reasonably  uniform  production 
may  be  maintained, 

PROCUREMENT  BY  GOVERNMENT  AGENCIES: 

Although  some  variations  exist,  there  are  three  methods 
of  procurement  which  require  consideration  and  which  have 
been  recognized  by  numerous  boards  who  have  investigated  the 
industry  and  which  are  covered  by  specific  provisions  in  the 
law  governing  procurement. 

In  this  connection,  I would  like  to  point  out  that  one 
of  my  colie  agues  ,Mr,  T,  P,  Wright,  will  give  a more  detailed 
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discussion  under  this  heading,  and  I will  refrain  from 
reading  all  of  this,  and  give  you  the  recommendations  sum- 
marized on  page  13  as  to  design  competition  based  on  direc- 
tive informatiion: 

1.  Design  competition  based  on  directive  information 
furnished  private  manuf acturere  by  the  services* 

2.  Procurement  of  one  or  t m experimental  airplanes 
from  each  of  the  three  or  four  best  designs.  This  contract 
should  include  sufficient  extra  materials  for  static  test 
purposes. 

3.  Purchase  of  a service  test  order  of  two  of  the 
best  airplanes.  The  planes  should  be  the  highest  rated 
airplanes  completing  performance  tests  under  experimental 
airplane  competition.  Service  test  order  should  be  limited 
to  sufficient  planes  to  equip  one  full  peace  time  squadron 
with  adequate  spares  to  allow  one  full  squadron  to  complete 
service  testing. 

4.  Procurement  of  airplanes  in  production  quantities 
by  use  of  negotiated  contract. 

5.  The  enactment  of  such  minor  changes  in  the  Air 
Corps  Act  of  1926  as  are  necessary  in  order  to  definitely 
establish  the  legality  of  negotiation  as  a proper  method  for 
procurement  of  aircraft  and  aircraft  engines  inproduction 
quantities. 

6.  The  complete  recognition  by  the  Government  of  de- 
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sign  rights  and  of  the  proprietary  nature  of  airplane  or 
airplane  engine  designs, 

7.  The  removal  from  the  standard  Government  contract 
form  of  the  present  patent  clauses  and  the  substitution 
therefore  of  clauses  which  recognize  the  faot  that  patented 
inventions  are  the  property  of  the  inventor, 

I firmly  believe  that  the  adaption  of  the  above  reoonK 

mendations  represents  the  only  certain  method  bf  which  the 
Government  can  be  protected  against  the  creation  of  a 
monopoly, 

MR.  HUNSAKER.  liquid  you  like  to  discuss  those  seven 
recommendations  now,  as  to  what  they  real  ly  mean  and  what 
would  be  the  effect,  or  would  you  prefer  to  go  on  and  dis- 
cuss the  matters  after  you  have  finished? 

MR.  MORGAN:  It  is  entirely  up  to  you. 

MR.  HUNS AKER.  Most  of  us  have  read  this  brief,  and 
it  is  pretty  general,  as  you  will  admit,  to  have  here  in 
executive  session.  We  might  as  well  talk  brass  tadks. 

For  myself,  I do  not  think  we  will  get  anywhere  talking 
about  generalities  that  we  all  agree  on.  Let  us  get  your 
views  as  to  what  we  ought  to  do  about  it.  Take  the  first 
case,  design  competition  based  on  directive  information 
furnished  by  the  Services.  Is  there  anything  that  is  not 
done  now  that  you  recommend  should  be  done  with  regard  to 
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No.  1? 

MR.  MORGAN:  ^es.  I think  in  this  connection  if  the 
Government  Services*  meaning  the  Army  and  Navy,  had  proper- 
ly organized  and  properly  trained  technical  staffs,  it 
would  go  a long  way  toward  eliminating  the  difficulties 
existing  today. 

MR.  HUNS AKER.  Difficulties  in  design  competition? 

MR. MORGAN.  In  design  competitions  and  in  the  procure- 
ment that  follows  those.  If  the  technical  staffs  of  the 
branches  of  the  Service  were  set  up  on  the  basis  that  they 
were  trained  men  with  sufficient  ability  to  interpret  the 
requirements  of  the  Government  and  write  specifications 
sufficiently  in  detail  to  give  the  manufacturer  a basis 
on  which  to  formulate  designs,  that  would  be  the  first  duty 
of  such  organization*  The  second  would  be  to  judge  of 

the  quality  of  material  buil$,  by  test  and  inspection; 

* 

and  then,  third,  to  go  on  through  and  have  sufficient  con- 
tact with  and  knowledge  of  the  field  service  experience 
to  make  that  experience  available  to  the  industry  so  that 
a full  benefit  can  be  had  from  that  experience. 

MR.  HUNS AKER:  That  has  to  do  with  personnel  super- 
vising the  work  of  the  induotry? 

MR.  MORGAN.  The  one  specific  thing  in  design  competi- 
tion directives,  I think  the  principal  thing  wrong  with 
it  is  that  the  practice  has  grown  up  in  many  Instances  of 
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not  only  specifying  what  the  performance  of  the  equipment 
is  to  be,  what  the  performance  of  the  plane  is  to  be,  but 
telling  the  engineer  and  the  manufacturer  exactly  how  he 
has  to  reach  that  performance*  In  other  words,  you  are  say- 
ing, ,fI  want  a plane  that  will  go  250  miles  an  hour  and 
carry  a certain  load  and  have  certairvbther  characteristics, 
but  I am  not  going  to  give  you  much  freedom  in  making  that* 

I am  going  to  say  that  we  have  not  only  the  requirements  for 
factors  of  safety  and  all  those  things,  but  we  are  going 
to  say  that  you  are  going  to  put  a certain  kind  of  rivets 
in  it  and  certain  other  kinds  of  things  in  it* * There  is 
not  the  latitude  — - 

MR,  HUNSAKER.  Are  you  in  favor  of  design  competition 
as  specified  formally  in  the  Air  Corps  Act?  Is  that  the 
kind  of  design  competition  you  mean  under  No*  1? 

MR*  MORGAN.  Yes,  I think  that  covers  it  very  well* 

MR.  HUNSAKER.  ED  you  see  any  serious  harm  to  the  indus- 
try in  the  working  of  that  law,  rtiich  makes  it  mandatory 
to  open  that  competition  to  anybody  who  wishes  to  compete? 

MR,  MORGAN.  I think  the  field  ought  to  be  open  in 
the  initial  stages  of  paper  design,  but  I do  not  think  the 
Government  should  be  required  to  award  a contract  to  a 
man  just  because  he  ease  he  can  do  it*  I think  if  y®u  had 
the  authority  to  do  it,  provided  those  responsible  could  be 
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assured  that  the  man  would  produce  the  articles  required  — * 

MR.  HUNS AKER?  But  you  have  no  objection  in  this 
initial  phase  of  the  formal  design  competition  to  sending 
the  information  as  to  what  is  wanted  to  t he  eighty  or 
ninety  people  that  write  in,  members  of  the  industry  and 
would-be  members  of  the  industry? 

MR.  MORGAN.  No,  as  long  as  they  do  not  go  to  too 

much  expense  in  getting  it  up  to  send  it  out,,  I think  you 

could  outline  in  general  what  is  needed,  and  then  put  these 

people  in  a position  to  put  something  on  paper;  and  then 
that 

at/stage  to  judge,  say,  flWell,  this  fellow  is  0#K.,  we 
will  follow  him  up  a little,  and  this  one  is  not.1’ 

MR.  WARNER.  Sections  (a)  to  (i)  of  the  Air  Corps 

Act  as  now  set  out  provide  in  considerable  detail  that 
there  must  be  a specific  method  of  evaluation  of  design, 
that  in  case  any  competitor  is  not  satisfied  with  the 
evaluation  g&ven  his  design  or  the  ranking  that  is  finally 
Imposed,  he  can  call  for  a Board  of  Arbitration,  and  so 
forth  and  so  forth.  There  seems  to  be  no  facility  in 
there  for  withholding  the  prize  in  the  design  competition 
or  the  purchase  of  design  from,  letls  say,  a consulting 
engineer  with  no  tools  except  his  knowledge  of  the  subject 
and  apencil  and  a few  computators  and  draftsmen  to  as- 
sist him,  who  will  put  in  a design  and  have  no  facilities 
whatever  for  building  it.  Hqw  would  you  cqpe  with  that  case 


O': 


r . 


$ ' • ,m- j- 


.1  r,',?  II 


v-  , ■ ' ; ‘r; •• . 


«.-X*  : 


■ : •.  ;::c 


■ • ■ • •!  • ...  „•  -1  .' 


••  • 


' ’;v;  : ■ 0;  ' ■ 5,1  ..  j.,  [ ' , ■ 


r tit  i k~«  $ • 1,:  . ’J  ... 

*•  c : .....  . i 

' • u : ■'  -■  ' •.  ■ •■>>  ■ . ..  ■ ■ . ’ 

“ ■ - ■ : . • . . : ■ ; 

’•  -..A.  ;-V  . ' 1 : O'  . . ..  . ' ■ 

. . . J . ' . . . 1 ^ 


•■■■V: 


' . . 


n - ' ...  \ 


' ■■■■'  : •' : .:  . ' . ..  :• 


*>  trr  > •*. 


' ■ ; -V  •'  v'..  , ,,  . • : /j 


h ■ 1 . 


' 


f'U  VX^J 

Vi  ;•  ' - , < 

..u:  • i 


if  L 


. ■ • f:  ' . ,; 


iri  ■ ' ■ 


: ' . 


■ ■ x ■ 


f 


< ■::  .(J  £10.  fl  , i . . 


...  ... 


■ IN 


t (: o'  t LfCf  ‘xot  “i? 


3541 

or  do  you  not  think  it  needs  to  be  coped  with?  The  theory 
of  Congress  at  the  time  the  Act  was  passed  apparently  was 
that  such  design  would  be  purchased  by  the  Government  and 
then  turned  over  to  somebody  else  to  build  on  the  theory 
it  was  complete,  which  does  not  gp  pear  to  be  the  case* 

Such  designs  are  always  singularly  incomplete* 

at 

MR.  MORGAN.  My  view  s on  that  are  this,  that/the 
present  stage  of  development  of  the  inch  stry  there  is  no 
one  man  going  to  come  along,  having  only  his  own  effort 
and  ability,  to  present  anything  that  is  going  to  be  cf 
a great  deal  of  importance  or  very  faireaching  importance, 

I think  possibly  at  some  stage  of  the  industry,  back  when 
Curtiss  and  Wright  were  experimenting,  it  was  possible  for 
a man  to  work  in  his  back  yard  or  in  his  garage  and  produce 
something  that  would  be  worth  while.  But  at  this  stage  of 
the  industry  — I do  not  remember  the  exact  wording  of  that 
clause  of  the  Sir  Craft  Act  — I feel  that  still,  as  in 
the  other  instance,  you  can  listen  to  all  of  these  people, 
but  the  man  buying  it,  the  procurement  divisions  of  the 
Service^  ought  to  be  in  a position  to  judge  themselves 
whether  they  are  going  to  bother  with  it  any  more  or  not. 

MR.  WARNER-.  You  think  they  should  have  such  authority 
that  they  should  be  able,  instead  of  acting  under  the 
strict  terms  of  sections  (a)  to  (i)  to  exclude  anyone  whom 
they  would  not  oonsider  a useful  prospect? 
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MR.  MORGAN.  I certainly  do* 

(Discussion  off  the  record. ) 

MR.  MORGAN.  With  an  industry  that  is  working  about 
30  per  cent  capacity,  all  off  the  companies  that  I know 
of  are  not  only  pleased  to  have  their  own  engineers  pre- 
sent things,  but  their  minds  are  pretty  well  open. 

MR.  WARNER*  To  be  specific  again, if  an  outside  en- 
gineer were  to  produce  something  that  was  attractive  t o 
the  Government,  you  would  be  glad  to  take  him  on  on  a part- 
nership basis  m the  Curtiss  Company,  and  you  would  build 
it  — 

MR.  MORGAN.  Absolutely. 

MR.  WARNER.  - — and  associate  him  with  your  work? 

MR.  MORGAN*  Absolutely. 

MR.  WARNER.  So  you  do  not  see  any  difficulty  in  the 
working  of  the  present  law  there? 

MR.  MORGAN.  No,  I do  not.  I think  the  law  is  quite 
sufficient  there. 

MR.  HUNSAKER.  T&ke  up  No.  2.  You  recommend  the 
procurement  of  one  or  two  experimental  airplanes  from 
each  of  the  three  or  four  best  designs.  That  is  carrying 
on  the  present  law  as  to  design  oompe  tition,  I take  it? 

MR.  MORGAN.  That  is  correct. 

MR.  HUN8AKER.  That  is  being  done,  is  it  not? 


... 
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MR#  MORGAN.  No-  It  is  being&one  in  some  cases,  it 
is  not  being  done  in  all  cases. 

MR.  HUNS AKER.  In  what  way? 

MR.  MORGAN  • I suppose  it  is  merely  a matter  of  ad- 
ministration, or  possibly  lack  of  technical  ability  or 

technical  organization  in  certain  branches  of  the  Service# 

I do  not  think  they  have  deliberately  avoided  that,  but  I 
do  not  think  they  have  carried  out  the  idea  at  all. 

MR.  HUNS AKER.  I have  missed  the  point.  What  are  the 
things  they  have  not  done?  They  have  not  ordered  enough 
airplanes  from  the  companies? 

MR.MORGAN#  They  have  failed  to  recognize  that  the 
progress  in  development  in  this  field  is  speeded  up  very 
much  by  having  more  people  working  at  the  same  problem# 

In  other  words,  in  my  opinion,  it  is  wrong  to  put  all  your 
eggs  in  one  basket# 

MR.  HUNSAKERo  Has  that  been  done  in  a number  of  cases? 

MR.  MORGAN#  In  a numberof  cases  it  has# 

MR o HUNS AKER.  You  think  as  a matter  of  policy,  then, 

that  when  a design  competition  is  held, the  experimental 
airplanes  should  not  be  ordered  from  the  winner  of  the  de- 
sign? You  would  not  order  only  from  the  winner  c£  the 
design? 

MR.  MORGAN^  Not  necessarily  juBt  the  one#  I would  go 
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down  the  line,  depending  on  what  is  presented.  Suppose 
we  take  as  an  example  pursuit  planes.  Suppose  youhave  one 
manufacturer  already  in  production  in  pursuit  planes,  and 
in  the  de&  gn  competition  he  is  second.  I would  make 
the  award  to  the  first  man  and  make  the  award  to  the  second 
man,  because  you  would  have  to  take  into  account  there  the 
fact  that  although  the  second  company  did  not  offer  at  the 
timethe  design  that  met  the  then  requirements,  he  might 
have  a lot  of  background  and  experience  and  ability  that 
in  the  construction  of  the  articles  might  result  in  his 
working  out  as  well  or  even  better  than  the  other  fellow1 s. 
But  I do  not  think  it  should  be  confined  to  one  company. 

MR.  HUNSAKER.  Has  it  been?  I am  trying  to  fish  for 
any  questions  of  disagreements  as  to  policy  between  the 
unite  of  the  industry. 

MR.  MORGAN.  Yes,  I think  it  has. 

MR.  HUNSAKER.  I assumed  this  policy  of  the  8ervice 
has  been  exactly  what  you  recommend. 

MR.  MORGAN.  The  declared  policy  is  along  what  I have 
recommended,  but  in  actual  practice  it  is  my  opinion  that 
it  does  not  work  that  way. 

MR.  LANE.  Do  you  know  any  specific  examples  where  it 
has  not  been  followed? 

MR.  HUNSAKER.  The  Navy  talked  to  us  here  last  week 
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about  flight  competitions.  They  take  the  experimental  air- 
planes which  they  ordered  to  be  built  , and  they  select  from 
the  flight  competition  what  they  wait, 

MR.  MORGAN.  I think  the  Navy  has  followed  this  very 
much  closer  than  the  Army  has  . 

MR. WARNER.  May  I suggest  that  you  ask  any  of  your 
associates  to  add  to  your  replies  on  any  of  these  questions? 

MR.  MORGAN.  On  this  particular  point,  Mr.  Wright  is 
more  familiar  with  the  details  of  this  phase  of  it  than 
I am.  I would  like  to  have  his  observation  on  this  point. 

MR.  WRIGHT*  I think  the  Navy  has  followed  the  policy 
very  def initely6f  having  at  least  two  competitors  in  each 
field.  I do  not  think  that  is  the  case  with  the  Army. 

As  a specific  example,  and  since  it  works  against  our 
company,  in  the  case  of  attack  aviation  we  were  alone  in 
the  field  for  at  least  three  and  one  half  years,  and  then 
when  another  competitor  was  gotten  into  the  field,  the 
principle  which  Mr.  Morgan  last  enumerated  was  violated  in 
that  we  were  completely  forced  out  of  the  field  and  all 
that  experience  was  lost;  whereas  the  new  competitor  was 
brought  in  starting  from  scratch  with  the  possible  pit- 
falls  that  are  bjiead  of  him,  and  we  were  left  out. 

MR. WARNER,  And  he  was  given  100  per  cent  of  the  busi- 
ness? 

MR.  WRIGHT:  He  will  be  given  that,  sir.  The  contracts 
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have/iot  been  let,  but  that  is  our  understanding. 

MR.  WARNER.  But  that  is  the  tendency? 

MR.  WRIGHT.  Yes. 

In  pursuit  aviation  there  has  been  a parallel  divi- 
sion, divided  entirely  between  the  types  of  engines.  Wc 
continued  in  the  liquid-cooled  class,  and  competition  was 
in  the  air-cooled  class,  — with  another  which  was  pitted 
against  us  in  the  liquid-cooled, and  then  in  the  air-cooled. 
So  it  really  made  two  branches  of  pursuit  in  which  there 
was  only  one  competing  firm. 

In  bombardment  one  firm  started  and  was  unsuccessful, 
and  then  another  one  came  in  and  got  all  the  business.  The 
firm  which  had  started  and  made  a creditable  effort  was 
completely  dropped.  I think  it  must  be  the  fact  in  this 
case  that  the  Government  has  been  handicapped  in  the  amount 
of  funds  available  for  carrying  out  that  kind  of  procure- 
ment, which  is  to  some  extent  a more  expensive  one  than  buy' 
only  one  typs.And  in  that  production  quantity  decreases 
prices.  Obviously,  if  the  Government  buys,  for  example, 
fifty  planes  from  two  competitors,  they  will  not  get  them 
so  cheaply  as  if  they  bought  100  from  one.  But  I firmly 
believe  the  advantages  to  the  Government  in  the  long  run 
will  be  better  served  by  t he  policy  of  keeping^ wo  competi- 
tors against  each  other  all  the  time. 

MR.  HUNSAKER.  Two  sources  of  supply? 
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MR,  WRIGHT:  Two  sources  of  supply. 

MR.  HUNSAKER.  But  under  a system  of  unlimited  design 
competition,  I do  not  see  how  any  one  can  distribute  the 
business.  It  would  be  accidental,  depending  on  how  it  falls 

MR.  MORGAN.  In  that  you  come  into  another  phase  of 
this  thing,  which  is  procurement.  We  are  talking  about  the 
initial  stages  of  design  competition. 

MR,  HUNSAKER.  I was  excepting  the  initial  stages  to 
determine  who  has  the  proper  pursuit  machine  and  you 
could  procure  from  them.  If  you  had  lost  out  on  the  design 
competitions,  you  would  be  out  of  business. 

MR.  MORGAN.  He  would  be  out.  But  I think  as  a bacic 
premise  you  have  to  consider  that  all  of  the  plants  that 
are  properly  equipped  with  technical  organizations  and  facil- 
ities should  be  looked  upon  as  dependable  sources  of  supply 
for  one  type  or  another.  You  will  find  that  in  particular 
types  certain  firms  might  excel,  but  still,  in  awarding 
contracts,  even  though  they  might  lose  out  in  pursuit,  there 
is  other  business  to  be  had  in  which  they  may  go  ahead  and 
get  a fair  share  of  it. 

MR.  HUNSAKER.  If  they  go  ahead,  Mr.  Morgan,  with  these 
other  lines,  then  they 01  are  out  of  pursuit  and  would  nearer 
get  any  pursuit  business  until  they  broke  in  again  through 
the  medium  of  design  competition. 

MR.  MORGAN.  That  is  right.  I do  not  see  how  you  can 
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alter  that. 

MR.  HUNSAKER.  The  firm  would  have  to  take  their 
chances  on  design  competition. 

MR.  MORGAN.  I think  that  whatever  you  do,  the  manufac- 
turer has  to  take  the  usual  gambles  that  they  would  in  any 
business.  In  other  words,  they  cannot  hope  to  continue  to 
sell  unless  they  produce  the  things  that  are  required. 

I think  in  a great  many  cases  it  is  possible  that  a company 
will  get  one  design  and  live  with  it  too  long,  and  slack 
off  on  the  engineering, and  they  will  not  have  the  incentive 
to  go  ahead  if  they  feel  that  they  have  it  sewed  it  up  any- 
way. I think  in  the  development  of  the  idea  if  you  main- 
tain the  principle  of  two  sources  of  supply  and  the  chance 
that  if  a company  lays  down  on  its  engineering  and  fails 
to  take  the  necessary  precautions  to  secure  that  business 
or  some  other  business,  they  should  suffer  for  it. 

MR.  HUNSAKER.  Then  there  would  be  a reduction  among 
the  sources  of  supply.  The  firm  gets  pretty  well  estab- 
lished and  its  costs  get  high. 

MR.  MORGAN.  Yes. 

MR.  HUNSAKER.  You  would  take  them  out  of  the  business 
and  start  a new  one  in  it? 

MR.  MORGAN.  Yes. 

MR.  HUNSAKER.  It  is  cheaper. 

MR.  MORGAN.  I do  not  see  how  you  can  avoid  that. 
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MR.  HUNS AKER.  It  has  been  suggested  here  that  just 
that  tendency  is  showing  up  in  the  larger  firms,  those 
with  the  larger  design  staffs  and  more  elaborate  production 
methods  are  showing  abnormally  high  costs  for  experimental 
airplanes,  while  comparatively  small/concerns  are  organized 
especially  to  do  e^p  erimentaL  work. 

MR.  MORGAN.  That  is  an  interesting  phase  of  this 
industry.  We  have  several  factors  that  are  basically  dif- 
ferent, I think,  from  all  other  industries.  One  is  the  rate 
of  change  of  design.  Another  one  is  the  ratio  of  development 
to  volume  is  very) ..high.  Third,  there  is  no  external  reser- 
voir of  business,  commercial  or  otherwise,  to  live  on,  to 
carry  along  with. 

Now,  here  is  an  example  of  what  might  happen.  You 
take  the  Keystone  Company,  which  was/in  the  bomber  business. 
After  the  thing  had  been  rotated  around  through  two  or 
three  stages,  Seeing  went  in  with  a new  development  and 
Keystune  went  out.  While  Bueing  was  carrying  on  with  their 
development,  Martin  on  his  own  developed  a plane  that  turned 
out  to  be  apparently  superior  to  the  Boeing.  Boeing  conse- 
quently lost  out.  So  there  you  have  a good  example  of  what 
can  happen. 

I think  in  the  whole  thing  stress  should  be  placed  on 
this  one  factor,  that  it  is  very  difficult  to  get  the  neces- 
sary development  for  the  whole  picture  and  for  the  various 
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types  unless  there  are  sufficient  funds  for  that  purpose. 

I think  development  has  been  handicapped  by  reason  of  the 
fact  that  the  Services  felt  the  need  of  gettinginto  opera- 
tion equipment  for  training  and  other  purposes,  and  were 
of  necessity  compelled  to  cut  down  the  development  expense.’ 
That  is  something,  I think,  that  is  fundamental  in  the 
whole  thing.  Enough  importance  is  not  placed  on  development 
and  the  need  for  sufficient  funds  to  carry  on  development 
and  research.  I think  it  should  be  a separate  program  from 
the  one  of  actual  procurement.  If  you  have  the  f$nds,then 
some  of  these  problems  would  not  occur. 

Now,  another  thing,  I know  it  is  a logical  surface 
criticism  to  say  that  a company  with  a big  engineering 
staff  and  all  facilities  and  possibly  research  equipment 
is  more  expensive  to  deal  ivith  than  the  little  fellow  that 
does  not  have  it.  It  is  certain  that  our  position  in  avia- 
tion  would  not  be  what  it  is  today,  particularly  in  this 
phase  of  it,  if  it  were  not  for  these  important  units.  An 
engineer  can  leave,  he  can  go  hire  a hangar  and  hire  some 
engineers  from  elsewhere  and  produce  something  and  sell 
it  at  a lower/^rice  than  a bigger  unit.  But  in  the  end  I 
believe  the  Government  is  the  loser. 

MR.  HUiTSAKER.  What  I am  driving  around  to  see  or  ex- 
plore is  whether  the  propusal  you  have  here  is  not  the  re- 
verse of  what  you  really  want?  This  unlimited  design  com- 
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petition  seems  to  me  to  put  a great  premium  on  the  little 
fellow  who  has  the  engineering  skill  and  is  familiar  with  wfc 
the  "big  people  have  done  in  the  last  year.  Whatever  toay  he 
the  design  competition,  the  winners  are  likely  to  he  the 
small  concerns  that  are  on  their  toes,  and  who  tie  up  the 
service  with  a purchase  test  order;  the  winners  of  the  de- 
sign competition  would  tie  up  the  procurement  order  with 
a purchase  test  order.  The  rotation  of  the  business  will  he 
perpetually  from  the  big  concerns  to  the  little  ones.  The 
little  ones  get  built  up  and  they  crack  and  new  little  ones 
are  started, 

MR. MORGAN,  I can  see  that,  but  I think  the  only  cure 
for  that  is  the  Government  have  unquestioned  authority  in 
awarding  contracts,  in  which  event  they  oan  take  into  ac- 
count the  value  of  the  bigger  firms  to  the  Government  at 
present  and  in  the  future. 

MR.  HUNS AKER.  That  is  not  the  method  of  the  open  de- 

sign competition.  You  are  proposing  something  else  there, 
that  there  hs  some  discretion  as  to  where  contracts  be  placed. 
If  you  will  follow  exactly  and  literally  the  law,  there  is 
not  discretion  where  business  shall  be  placed  or  the  merit 
of  the  design. 

MR.  MORGAN.  I think  there  should  be  discretion  as  to 

and 

the  merit  of  the  design,  price, /facilities,  because  one  im- 
portant thing  in  this  is  you  might  have  one  or  two  of  the 
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best  performing  air  craft  in  t he  to  rid, but  if  war  started 
today,  you  could  not  get  them  for  eighteen  months  or  two 
years.  There  ought  to  be  discretion  to  prevent  anything 
like  that  happening. 

MR#  HUNSAKER.  The  law  does  not  give  any  discretion  in 
the  design  competition. 

I would  like  to  ask  my  colleague,  Mr.  Tisane r,  if  you 
are  not  familiar  with  that  law,  that  there  is  not  any  pos- 
sible discretion  in  the  procurement  act  as  to  the  produc- 
tion facilities  of  the  man  who  submits  the  design. 

MR.  WARNER.  That  is  right.  The  idea  is,  you  will 
find  the  best  design  and  then  buy  that.  If  the  man  who 
won  that  has  production  facilities,  negotiation  in  quantity 
is  authorized  in  that  case.  That  is  the  only  authorization 
of  negotiation  in  quantity.  But  if  he  has  no  production 
facilities,  he  can  still  win  the  design  competition,  and  the 
you  will  have  to  go  where  the  facilities  are  to  be  found. 

MR.  HUNSAKER.  As  to  production  facilities,  he  re- 
quires only  enough  to  make  a sample  airplane. 

MR.  WARNER.  No,  he  does  not  even  require  that.  He 
requires  nothing  but  the  drafting  paper. 

(Discussion  off  the  record.) 

MR.  WARNER.  Prizes  are  not  to  be  awarded  in  competi- 
tion. The  reward  of  victory  is  to  have  your  design  pur- 
chased by  the  Government.  Then  after  the  design  has  been 
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purchased,  the  Government  will  imake  arrangements  for 
procurement,  in  the  discretion  of  the  contracting  officer 
or  the  secretary  of  the  department.  The  government  is  allowed 
to  make  those  arrangements  directly  with  the  progenitor  of 
the  design,  if  they  consider  him  competent. 

MR.  HUNS AKER.  For  experimental  quantities? 

MR.  WARNER.  For  any  quantities.  There  is  authoriza- 
tion in  that  case  for  negotiation  in  quantity,  hut  only 
after  going  through  all  this  machinery  of  advertising  and 
arbitration  and  what  not* 

MR.  WRIGHT.  I think  that  it:  is  our  opinion  that  this 
design  competition  be  extended  to  include  paper  designs 
and  should  emphasize  paper  designs,  in  order  to  prevent  the 
Government  from  having  the  criticism  that  it  is  keeping 
out  new  blood  from  the  industry,  or  at  least  their  ideas; 
but  that  then  the  Government  must  definitely  recognize  a 
certain  group  of  manufacturers  with  facilities  as  the  pro- 
ducing units,  and  that  no  other  unit  canbe  allowed  to  get 
in,  until  it  is  sufficiently  equipped  in  personnel  so  that 
it  can  show  just  cause  for  being  allowed  to  get  into  the 
group,  as  is  done  in  England,  where  there  are  fourteen 
definite  recognized  constructors.  Therefore,  our  whole 
emphasis  — I believe  Mr.  Morgan  will  agree  — on  this  de- 
sign compe  tition  is  expressed  in  the  reading  matter  fch 
this  recommendation.  We  are  definitely  recommending  the 
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dedgn  oorapetition  on  paper,  as  a method  of  preventing  crit- 
icism of  not  allowing  people  to  get  their  ideas  before  the 
Government;  and  that  thereafter,  revised  article  K for 
negotiation  should  be  the  means  of  actually  purchasing 
sample  aircraft  of  those  designs,  the  designer  being  ade- 
quately recompensed  for  his  design  ideas  in  the  paper  dom- 
petition  or  the  prize  competition,  if  you  choose  to  call 
it  that*  If  the  law  does  not  permit  that  now,  we  think  the 
law  should  be  amended. 

MR.  WARNER.  Suppose  this  case,  which  will  correspond 
to  reality  about  seven  times  out  of  ten,  if  I may  judge? 
Suppose  you  have  your  paper  competition,  and  a paper  de- 
sign from  a hitherto  undiscovered  source  comes  in  and  wins 

o 

the  competition*  In  m st  instances,  that  will  just  whet 
the  ambition  of  the  designer,  and  he  will  say,  "All  right, 

I will  take  a leaf  out  of  Mr.  Grumman^sbook,,  • — I think 

• 

Mr  .Grumman  will  not  object  to  being  used  as  an  example  in 
this  case  — "I  will  go  to  some  semi-disused  air  port  that 
has  a semi-disused  hangar,  and  I will  hire  that  and  build 
an  airplane.  Then  i f you  like  the  airplane  after  your 
flight  competition,  I will  go  somewhere  and  hire  four 
times  as  large  a disused  plant  and  will  build  airplanes 
in  quant ity.  n 

Would  you  accept  that  dev?;  ice  for  getting  new  firms 


into  the  industry? 
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MR.  WRIGHT:  I would  not. 

MR.  WARMER.  Would  you  consider  that  a normal  route  of 
entry? 

MR.  WRIGHT:  No.  I think  that  it  has  proved  to  be  to 
the  Government’s  advantage  in  the  case  of  Druman,  but  I 
think  that  is  the  exception  that  proves  the  rule.  As  a 
policy  for  the  national  Government  to  follow  and  in  creat- 
ing the  essential,  which  is  preparedness  forexpansion  in 
case  of  emergency,  that  is  a very,  very  bad  principle. 

MR.  LANE.  How  would  you  encourage  new  industry, 
merely  by  making  the  requirement  it  be  sufficiently  capi- 
talized? 

MR.  WRIGHT.  No.  He  has  to  have  facilities  for  manu- 
facture . 

MR.  LANE.  Facilities  are  not  so  rare  that  sufficient 
capital  could  not  acquire  them. 

MR.  WRIGHT.  No,  that  is  true. 

MR.  LANE.  Therefore,  the  man  that  is  sufficiently 
capitalized  can  acquire  those  facilities  even  if  he  goes 
to  the  extent  of  buying  out  an  existing  plant. 

MR.  WRIGHT.  Yes,  sir. 

MR.  LANE.  Therefore,  if  he  has  the  prospect  for  an 
order  for  100  tor  800  planes,  he  probably  can  raise  capital. 
Where  do  you  draw  the  line? 

MR*  WRIGHT.  I should  say  that  you  must  have  provision 
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as  you  suggest  for  him  to  get  in,  but  at  the  same  time 
somebody  else  has  to  be  dropped  off.  The  nucleus  organiza- 
tion that  the  government  is  going  to  depend  upon  must  not 

uniform 

exceed  a limit  which  will  permit  a fair  / production  through 
all  of  the  companies  that  are  recognized. 

MR.  LANS.  Do  I understand  f rom  that  statement  that 

4 

if,  let  us  say,  we  had  twelve  manufacturers,  you  would  say 
that  the  Government  ascertain  that  a particular  individual 
should  come  into  the  production,  that  he  has  the  capital 
or  can  raise  the  capital  if  he  is  given  an  order,  that  there- 
fore he  should  come  in  as  the  twelfth  and  No*  7 at  the 
Governments  discretion  should  be  dropped? 

MR,  WRIGHT,  I think  that  is  for  the  final  good. 

Uhat  we  want  is  uniform  production  more  than  any  other 
one  thing.  If  you  are  going  to  continually  bring  people 
in  and  nobody  drop  out,  there  are  going  to  be  the  terrific 
peaks  and  valleys  in  production  which  are  now  the  rule, 
not  the  occasion.  They  are  the  rule. 

MR.  LANE.  Who  shall  have  the  authority  to  say  that 
No.  7 shall  drop  out? 

MR.  WRIGHT.  It  i s a matter  of  administration.  I 
think  in  all  these  cases  administration  is  an  important 
element  rather  than  legislation.  We  feel  that  the  Air 
Corps  Act  is  very  well  conceived,  and  with  very  few  minor 
changes  can  stand  as  it  is.  The  administration  Is  the  tough 
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problem. 

MR.  WARNER.  You  definitely  believe  in  the  principle 
of  the  approved  list? 

MR.  WRIGHT.  Yes,  sir. 

MR.  LANE.  It  is  a little  difficult  for  this  Commis- 
sion to  recommend  that,  as  we  have  said  before,  common 
sense  be  used.  That  seems  to  be  a little  difficult  to 
put  into  legislation  or  into  any  recommendation  that  we 
make. 

MR.  WRIGHT.  It  i s an  awfully  difficult  problem,  no 
doubt  about  it,  but  I do  think  you  have  to  work  toward  uni- 
form production  on  the  nucleus  that  you  can  depend  on  in 
case  of  emergency.  You  also  must  let  in  new  blood  if  they 
have  shown  to  the  qualified  administrators  of  the  law  that 
they  should  be  brought  in,  but  in  that  case  I guess  some- 
bodyhas  to  be  dropped  out. 

MR.  MORGAN.  Mr,  Lane,  I would  like  to  make  this  com- 
ment on  your  observation.  It  is  rather  interesting.  I 
think  it  should  be  as  difficult  for  a man  to  get  into  this 
business  as  any  other  business. 

MR.  LANE.  As  difficult? 

MR.  MORGAN.  Yes.  He  should  not  have  any  privileges 
extended  to  him  here  or  any  special  inducement  to  get  into 
this  business  that  does  not  exist  in  business  generally. 

What  are  the  requirements  for  a man  going  into  any  business? 
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He  has  sonsothing  to  sell  and  he  has  the  money  to  do  it 
Tilth.  I do  not  think  the  Government's  procurement  policy 
should  he  so  extended  as  to  give  unusual  inducements  to 
anybody  to  come  into  an  industry,  particularly  when  it 
is  not  a national  need  that  it  be  done,  because  the  way 
most  of  them  do  and  the  natural  way  for  them  to  do  would 
be  to  go  take  certain  individuals  and  what  not,  from  those 
people  that  are  already  set  up. 

MR.  LAKE.  In  other  words,  I take  it  that  your  recom- 
mendation is  that  nobody  be  allowed  to  break  into  the  busi- 
ness who  is  not  already  in  the  business? 

MR.  MORGAN,  No,  that  has  not  acquired  the  necessary 
thjjngs. 

MR.  LANE.  Tte  actual  physical  facilities  rather  than 
the  capital? 

MR.  MORGAN.  Of  course,  that  means  the  same  thing. 

If  youhave  the  capital  you  can  set  up  a new  plant  or  you 
can  buy  a plant. 

MR.  HUNSAKER.  Would  you  ask  him  to  acquire  some  ex- 
perience, to  actually  have  built  an  airplane  of  satisfac- 
tory quality  before  he  is  considered  a competent  builder? 
Does  the  possession  of  money  in  the  bank  — 

MR.  MORGAN.  Money  alone  will  not  do  it.  If  in  the 
initial  stages  he  has  got  together  Individuals  that  have 
had  the  experience  and  has  raised  the  capital,  I do  not  see 
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how  you  oan  do  anything  but  recognize  him  as  a factor. 

In  the  usual  or  ordinary  operations  of  coming  in,  I do 
not  think  you  can  set  up  a situation  and  say  that  you  are 
going  to  keep  anybody  out.  But  have  a certain  entrance 
fee.  If  you  want  to  enter  a horse  in  a race,  you  go 
through  certain  motions  to  get  him  in  the  race. 

MR.  HUNSAKER.  Would  you  think  a fair  entrance  fee 

was  the  building  of  an  experimental  airplane  at  his  own  ex- 
pense and  demonstrate  his  qualifications? 

MR.  MORGAN.  Yes,  I think  that  applies  in  all  other 
industry. 

MR.  HUNSAKER.  That  does  not  apply  in  this  one,  to 
have  design  competition,  with  the  building  of  an  experimen- 
tal airplane  at  the  Government’s  expense. 

MR.  MORGAN.  In  that  event,  the  Government  could  go 
a step  farther  than  it  does,  I think,  in  requiring  the  nec- 
essary bonds  for  performance  and  other  things.  You  would 
not  have  the  propositions  that  some  of  them  would  like 
to  submit.  You  would  say,  “All  right,  you  have  got  such 
a good  plane  that  you  want  to  make  it,  and  it  does  cer- 
tain things,  we  will  buy  it  on  this  condition,  that  it 
does  everything  you  say  it  will  do; “and  you  want  to  be 
bonded  to  see  the  Government  is  thoroughly  protected. 

MR.  WARNER.  You  would  make  every  competitor  in  a de- 
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sign  competition  bond  himself  and  bind  himself  to  make 
good  ~~ 

MR.  MORGAN.  Absolutely. 

MR.  WARNER.  — on  his  willingness  to  build  an  air- 
plane in  case  he  wins  the  competition  and  to  guarantee  that 

having  built  that  airplane  it  will  meet  the  specifications 
that  he  has  laid  down  in  his  winning  project. 

MR.  MORGAN.  Absolutely.  I do  not  see  how  you  can 
protect  the  Government  otherwise. 

MR.  LANE.  Do  you  suppose  the  bonding  company  would 
be  willing  to  do  that  with  the  individual  who  is  not  backed 
by  a corporation? 

MR.  MORGAN.  It  depends  on  his  resources.  If  : 
they  believe  in  it,  they  have  facilities  for  knowing.  They 
figure  out  these  things.  They  do  a lot  of  business.  They 
have  facilities  for  knowing  or  finding  out.  If  he  is  com- 
petent to  perform,  he  can  get  a bond. 

MR.  LANE.  I do  not  think  the  bonding  companies 

will  bond  a man  purely  upon  his  professional  integrity. 

He  must  have  financial  resources  sufficient  to  compensate 
the  bonding  company  if  he  falls  down. 

MR.  MORGAN.  I think  that  is  a natural  problem,  but 
it  is  on  the  shoulders  of  the  individual.  It  is  a part  of 
his  problem. 
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MR.  LANE.  Do©e  that  not  automatically  eliminate  — 

MR.  MORGAN.  Not  in  all  cases. 

MR.  LANE.  — the  man  we  were  talking  about  a few 
minutes  ago,  who  might  come  in  with  a few  ideas,  because 
he  was  no  longer  connected  with  some  particular  organiza- 
tion? 

ME.  MORGAN.  In  theory  that  sounds  good*,  but  these 
fellows  coming  in  with  a lot  of  very  good  new  ideas  are 
few  and  far  between. 

MR.  LANE.  Yes,  but  one  bond  might  stop  somebody 
with  a very  good  idea  from  coming  in. 

MR.  MORGAN.  It  does  not  stop  him  if  he  has  a good 
idea  from  going  around  and  selling  it  to  somebody.  He 
has  got  something  to  merchandise.  He  has  an  idea,  and 
the  usual  channels  for  merchandising  that  idea  are  open* 

The  aircraft  units,  the  manufacturers,  are  the  people  that 
are  looking  for  new  ideas,  and  they  pay  out  a lot  of  money 
to  get  them.  So  his  market  is  not  limited  to  getting  a 
contract  from  the  Government.  It  is  very  likely,  if  he 
has  a good  idea,  that  that  idea,  taken  along  with  the 
experience  and  possibly  other  gbod  ideas  in  an  organization 
would  return  a bigger  profit  to  him,  the  individual,  then 
if  he  tried  to  do  it  on  his  own. 

MR.  LANE.  Then  you  run  up  against  the  objection  from 
the  public  that  this  industry  is  controlled  by  a very  small 


" •;  .v  f ;*tv. ■}  ' i v 


3562 


group  of  men,  that  nobody  could  break  in. 

MR.  MORGAN.  That  has  been  planted  into  the  minds  of 
the  public  largely  by  a few  uninformed  politicians. 

MR.  LANE.  Nevertheless,  it  is  a reality;  it  is  a con- 
dition we  have  to  face. 

MR.  MORGAN.  Do  you  not  think  that  bobs  up  in  any 
kind  of  Governmental  business? 

I would  like  Mr.  Hotchkiss,  my  attorney,  to  call  atten- 
tion to  one  item,  a different  phase  of  the  case. 

MR.  HOTCHKISS.  We  have  been  discussing  that (a  ) to 
(i)  on  the  design  competition,  but  there  is  another  provi- 
sion of  the  Act,  under  (r),  which,  if  anything,  goes  for 

pure  design*  that  is,  without  a questionat  all  as  to 
* 

whether  you  are  going  to  build  or  not,  £t  sets  up  or  pro- 
poses to  set  up  a patent  board.  My  cuggestion  is,  in 
answer  to  your  question,  that  there  in  the  law  is  a provi- 
sion which,  if  availed  of,  meets  the  criticism  to  which 
you  have  just  drawn  attention. 

MR.  LANE.  T hat  is  the  privilege  of  the  designer, 

too. 

MR.  HOTCHKISS.  If  the  board  decides  that  any  man  with- 
out any  oapital  at  all,  the  unknown  genius  in  the  back 
yard,  draws  something  and  submits  that,  and  that  is  good, 
then  as  the  law  now  stands,  they  may  award  that  individual, 
patented  or  unpatented,  up  to  $75,000. 
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Let  us  assume  that  the  unknown  man  in  the  back  yard, 
does  develop  such  a design  as  is  awarded  $76,000*  I think 
that  you  go  far  then  towards  launching  him,  if  he  has  the 
financial  progress,  for  him  to  get  into  the  class  where 
he  might  get  in  t he  design  competition.  You  really  have 
two  or  three  stages:  The  pure  competition  of  the  idea, 
then  your  design,  which,  after  all,  slants  towards  produc- 
tion. 

That  to  my  mind  is  the  distinction  between  (a)  to  (i) 
and  (r).  Although  it  is  alphabetically  reversed,  really 
what  comes  first  is  the  complete,  novel  idea  suggested  under 
fr).  (a)  to  (i),  I think  is  a further  development  in  the 
economic  cycle. 

MR.  WARNER,  Pursuing  a step  further  this  analogy,  one 
reason  why  more  people  do  not  go  into  the  automobile  busi- 
ness, for  example,  is  that  the  admission  fee  there  is  about 
three  million  dollars  to  be  spent  on  the  development  of 
a unit  immediately,  and  on  tools*  Three  million  dollars 
perhaps  is  a very  conservative  estimate.  In  this  case,  as 
I understand  it,  you  feel  that  that  analogy  could  properly 
be  pursued  to  a point  where  something  of  the  essential 
features  of  what  has  been  oalled  the  speculative  method  of 
contracting  would  persist,  so  far  as  the  newcomer  f£om  the 
outside  is  concerned. 

MR.  MORGAN*  That  is  oorrect. 
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MR.  WARNER.  You  disapprove  that  method  generally? 

MR.  MORGAN.  Yes. 

MR.  WARNER.  But  you  think  it  can  he  used  as  a useful 
check  on  the  unlimited  growth  of  the  industry? 

MR.  MORGAN.  Yes. 

MR.  WRIGHT.  Disapprove  the  main  policy  by  which  the 
government  secures  its  experimental  aircraft,  which  was 
the  way  the  Army  was  administering  it.  But  as  to  the  pri- 
vate venture,  as  it  is  called  in  England,  of  anybody  having 
an  airplane,  that  should  be  unlimited. 

MR.  WARNER.  Is  it  not  a fact  that  the  Army’s  specula- 
tive method  was  an  attempt  on  the  part  of  the  Army  to 
obtain  what  we  have  just  been  talking  about  here,  that  is, 
a guarantee  of  quality  of  the  aircraft  by  the  designer 
thereof?  Did  they  not  practically  buy  and  pay  for  at 
the  customary  experimental  development  price  all  such  air- 
craft which  came  up  to  the  anticipated  standard  of  perfor- 
mance? 

MR.  WRIGHT.  I believe  they  also  were  using  that  be- 
cause of  not  sufficient  funds  to  pay  outright  for  designs. 

MR.  WARNER.  As  I understand  it,  the  factor  there 
was  that  they  were  afraid  if  they  gave  a contract  for  an 
airplane  which  later  turned  out  to  be  no  good,  the  money 
would  go  back  to  the  Treasury,  whereas  by  not  giving  a 
definite  contract,  but  merely  writing  a letter,  they  could 
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pay  for  it  if  it  was  good;  if  it  were  not  satisfactory, 
they  would  not  have  to  pay  for  it,  and  stillhave  the  money 
to  buy  something  else. 

MR.  MORGAN.  In  other  words,  they  were  doing  that,  in 
my  opinion,  in  lieu  of  the  idea  of  bonding. 

MR#  WARNER#  Yes,  precisely. 

MR.  MORGAN#  As  an  assurance  that  the  money  would  not 
be  wasted# 

MR.  WARNER.  And  as  an  additional  assurance  that  the 
money  would  not  be  wasted. 

MR.  MORGAN.  Yes. 

MR.  WARNER.  Payment  for  use  of  his  airplane,  or  by 
reverting  to  the  Treasury  of  the  War  Department  appropria- 
tion# 

MR.  MORGAN.  Yes. 

In  connection  with  this,  and  just  ahead  of  these  brief 
recommendations  are  my  observations  in  connection  with  the 
patents  and  the  Air  Craft  Manufacturers  Association#  I 
cannot  state  it  better  than  it  is  written  here.  If  you 
want  me  to  read  it,  I will  do  it,  but  in  brief,  I believe 
the  Air  Craft  Manufacturers  Association  has  served  a very 
useful  purpose. 

MR.  HUNSAKER.  Just  follow  up  the  seven  recommendations 

Yoryfaere  talking  about  design  competition.  This  item 
No.  6 is  the  recognition  by  the  Government  of  design  rights 
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and  of  then  proprietary  nature  of  airplane  or  airplane 
engine  design.  X take  it  from  what  I have  recently  heard 
from  the  Navy  that  it  does  recognize  such  rights  in  their 
contracts  by  taking  all  experimental  contracts. 

MR.  MORGAN.  The  Navy  recognizes  them  and  takes  them#' 

MR.  HUNSAKER.  Then  your  recognition  does  not  tell 
us  specifically  what  ought  to  be  done  about  it. 

MR.  MORGAN.  I think  they  just  ought  to  stop  taking 

them. 

MR.  LANE.  Recognize  them,  but  not  take  them. 

MR.  MORGAN.  Recognize  them  as  a proprietary  right. 

MR.  HUNSAKER.  What  form  should  that  recognition  take? 

MR.  MORGAN.  One  practical  form  is  brought  to  mind 
right  now  because  of  an  instance  I know  of  where  under 
some  kind  of  order  — • I do  not  know  what  the  nature  of  the 
contract  was  — • the  Navy  has  gotten  a plane  from  Vought, 
and  they  are  taking  the  designs  of  that  plane,  the  draw- 
ings, and  sending  them  out  to  the  industry.  We  have  a copy 
of  that.  They  are  asking  us  to  bid  on  that  design.  That 
is  something  we  have  tried  to  correct  by  outlining  the  prac- 
tices that  we  thought  were  sound  in  the  code  fb  r the  aero- 
nautical manufacturing  industry.  But  it  places  us  in  a very 
embarrassing  position.  If  we  do  not  bid  on  somebody 
else*s  design,  then  we  are  liable  to  be  criticized;  and  if 
we  do  bid  on  it,  we  are  criticized. 
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Now,  the  practical  working  of  that  is,  in  my  opinion, 
wrdng,  because  in  order  to  get  the  best  equipment,  the 

engineers  that  conceive,  the  design  and  make  the 

first  articles  are  the  people  that  ought  to  go  on  with  it 

and  live  with  it,  certainly  until  it  is  well  along  in  the 
production  program,  because  one  set  of  engineers  may  do  a 
good  job,  and  then  you  farm  it  out  in  some  § factory 

that  is  hungry  for  business  which  bid  on  it  and  say,  "Well, 
let  us  take  the  gamble,  and  bid  a lower  price,  we  do  not 
have  any  of  this  unabsorbed  development  cost,  and  so  on, 
and  we  have  got  to  keep  our  men  employed,"  in  ray  opinion 
the  %vy  would  not  get  a good  airplane. 

MR.  HUNSAKER.  Those  are  the  objections  to  the  Navy 
acquiring  reproduction  rights  on  its  experimental  contracts 
but  how  are  you  going  to  stop  them  acquiring  reproduction 
rights  on  the  things  that  they  have  created  with  their  own 
money? 

MR.  MORGAN.  We  have  some  recommendations  here  that 
have  a bearing  on  that. 

MR.  WARNER.  Is  this  in  the  Chambers  briof? 

MR.  MORGAN.  This  is  in  the  Chamber’s  brief,  page  19, 
appendix  0.  Section  (k)  has  a few  words  added: 

"The  secretary  of  War  or  the  Secretary  of  Navy  may 
at  his  discretion  purchase  abroad  or  in  the  United  States 
with  or  without  competition,  by  contract  or  otherwise,  such 
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designs,  aircraft,  aircraft  parts,  or  aeronautical  acces- 
sories as  may^be  necessary  in  his  judgment  for  experimental 
purposes  in  the  development  of  aircraft  or  aircraft  parts 
or  aeronautical  accessories  of  the  best  kind  for  the  Army 
or  the  Navy,  as  the  case  may  be,  and  if  as  a result  of 
such  procurement,  new  and  suitable  designs  considered  to 
be  the  best  kind  for  the  Army  or  the  Navy  are  developed, 
he  may  ent'OT  into  contracts;11 

This  is  added: 

"either  by  negotiation  or  by  competitive b ids  subject 
to  recognition  of  proprietary  design  rights  (by  the  payment 
of  a fair  royalty  or  otherwise)  and  subject  only  to  the 
requirements  of  paragraph  (J)  of  this  section,  for  the 
procurement  in  quantity  cf  such  aircraft,  aircraft  parts, 
or  aeronautical  accessories. 

"The  purpose  of  the  amendment  found  in  the  words 
underscored  is  to  give  the  creator  or  vender  of  a .design 
purchased  by  t heGovernment  a preferential  opportunity  in 
receiving  from  the  Government  a procurement  contract  for 

a quantity  of  aircraft,  aircraft  parts,  or  aeronautical 
accessories  in  employing  such  design,  or  by  the  payment  to 
such  creator  or  vender  of  a fair  royalty  should  the  con- 
tract be  awarded  to  someone  else.” 

That  is  the  recommendation  of  the  industry  on  that 
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point. 

MR.  HUNSAKER.  Maybe  Mr.  Hotchkiss  can  tell  us  speci- 
fically what  it  means,  a clause  in  the  experimental  con- 
tracts spedfically  exempting:  the  reproduction  rights* 

MR.  HOTCHKISS.  Yes. 

MR.  'HUNS AKER.  It  means  a positive  action  by  the  con- 
tracting officer? 

MR.  HOTCHKISS.  Yes.  The  difficulty  has  been,  Com- 
mander, as  I understand  it,  that  the  Services  say  that  they 
recognize  the  design  right  or  have  recognized  the  design 
right  up  to  a point,  but  that  they  are  not  compelled  nor 
can  they  recognize  it  because  there  is  a gap  in  the  law; 
and  the  gap  in  the  law,  it  was  felt,  was  in  this  section 
(k)  and  it  is  directed  to  that  that  the  amendment  was 
drawn,  so  that  specifically  there  shall  not  be  an  acquisi- 
tion either  by  indirection  or  by  formal  clause  of  the 
design  or  reproduction  rights,  but  the  Services  shall  be 
called  upon  to  give,  as  we  expect  - — it  is  not  compulsory, 
you  cannot  make  it  ultimately  compulsory  in  every  case  — 
to  give  weight  to  the  rights  of  the  vender  or  owner. 

MR.  HUNSAKER.  That  is  an  amendment  to  the  — 

MR.  HOTCHKISS.  That  is  a proposed  amendment  to  the 
wording  of  section  (k).  The  wording  of  the  section  as  a 
whole  is  maintained  with  the  addition  of  these  words, 
'•either  by  negotiation  or  by  competitive  b ids  subject  to 
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recognition  of  proprietary  design  rights  (by  the  payment 
of  a fair  royalty  or  otherwise) . n 

MR.  MORGAN.  In  mother  words,  Commander,  as  I see 

thatt,  and  this  is  the  unanimous  feeling  of  the  industry, 
that  in  this  event  that  I menti^fa,  suppose  Vought  has  a 
contract  from  the  Navy  for,  say,  $100,000  to  produce  this 
ship.  Wq  maintain  that  that  is  not  all  of  Vought* s invest- 
ment in  this  thing.  Somebody  has  to  carry  the  bag  while 
he  has  not  one  of  these  jobs  in  his  shop,  and  that  in 
case  the  Navy  finds  it  necessary  to  put  this  out  and  make 
an  award  to  somebody  else,  Vought  should  be  given  a royal- 
ty or  some  other  consideration  to  enable  him  to  have  some 
incentive  to  continue  to  take  contracts  of  this  charac- 
ter. You  invest  more  in  a contract  than  you  get  for  it, 
if  you  figure  its  actual  cost,  because  you  have  underlying 
a great  many  things  that  are  part  of  the  institution. 

We  just  cannot  take  those  things  at  any  reasonable  price 
and  give  them  to  somebody  else,  because  the  object  of  the 
manufacturer  and  the  designer  is  not  to  make  that  design 
as  a sole  end,  his  object  is  to  get  new  business,  and  this 
is  a way  of  getting  the  new  business. 

Now,  that  consideration  has  brought  about  a system 
whereby  a great  many  important  manufacturers  are  not  so 
much  concerned  about  the  initial  profit  or  loss  in  a con- 
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tract  for  development,  they  are  concerned  with  creating 
something  in  cooperation  with  the  Government  or  otherwise, 
that  will  give  them  a flow  of  business# 

MR#  HUNS AKER.  I would  like  to  ask  Mr#  Hotchkiss,  what 

do  you  think  the  equities  are; in  the  case  of  this  Vought 

motor,  the  Navy,  I imagine,  would  contend  that  everything 

that  Vought  has  ever  done  has  been  paid  for  by  them;  that 
the 

they  must  own/shop  rights. 

MR.  HOTCHKISS.  Of  course,  your  cases  run  from  zero 
to  100#  In  a given  case,  —•  that  is  why  the  words  ”or 
otherwise”  perhaps  were  inserted.  In  that  case  it  may  be 
that  by  giving  money  or  tho  equivalent  design  they  will 
probably  pay  Vought  for  the  reproduction  rights.  It  is 
not  suggested  that  it  cannot  be  done,  because  obviously  if 
a Service  does  put  in  a million  dollars,  let  ub  say,  and 
turn  out  something,  if  there  be  a case  of  that  sort,  there 
is  an  equity  which  they  have  there  which  must  be  recognized, 
and  that  we  endeavor  to  recognize  in  the  placing  of  the 
amendment  we  suggest#  But  in  tho  other  case,  we  must  also 
consider  the  other  case  where  we  assume  that  nothing  but 
dollars  was  put  in,  and  the  designer  has  gone  ahead,  there 
clearly  his  rights  should  be  recognized#  In  any  event,  it 
seems  to  the  industry,  I believe , that  as  between  the  indus- 
try there  is  a desire  that  they  want  to  live  up  to  a recogni- 
tion o f the  design  rights,  as  a matter  of  good  business. 
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MR.  HUNS  AKER:  Do  you  recommend,  then,  that  there  be  a 
clause  in  all  experimental  contracts  defining  the  rights 
of  the  parties? 

MR.  HOTCHKISS:  There  is  at  the  present  time  such  a 
clause « 

MR,  HUNSAKER:  There  is  a patent  clause  at  the  pres- 
ent time  but  no  reproduction  clause,  as  I understand  it, 

MR.  HOTCHKISS:  I cannot  speak  for  that  because  it 

would  depend  on  which  service  you  are  talking  about.  I 
have  recently  seen  a clause  — I do  not  know  whether  it 
Is  the  Army  or  Navy  — that  purports  to  cover  patents  and 
designs  and  reproduction  rights  as  well.  In  fact,  as  we 
have  observed,  there  has  been  a growing  tendency  In  the 
matter  more  and  more  for  -the  Government  to  enter  into  it, 

not  only  in  the  patent  field  but  in  the  other  as  well, 

and  not  only  in  the  process  of  existing  patents  but  using 
that  merely  to  develop  some  experimental  clauses.  That 
is  direct  and  I see  no  escaping  it. 

MR.  WARNER:  I would  like  to  follow  that  a little 
bit  further.  You  proposed  that  proprietary  design  rights 

t 

be  made  into  law,  and  that  has  been  done  to  a limited  extent 
in  sections  I and  R of  the  Act. 

MR.  HOTCHKISS:  That  is  so. 

MR.  WARNER:  But  it  hag,  been  suggested  to  us,  and 
it  is  an  impression  that  I have  to  some  degree  held  myself 
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as  a result  of  seeing  this  thing  work  over  a number  of 
years,  that  a design  right in  fact  is  a legal  matter  and 
there  can  be  no  property  in  a thing  which  you  cannot  de~* 
fine,  but  a design  right  and  a design  itself,  as  an  identi- 
fiable concept,  is  by  way  of  being  a figment  of  the 
imagination.  The  blue  prints  from  which  the  airplanes  are 
built  are  real  and  physical,  but  it  has  been  suggested  that 
ghe  only  definition  of  design  on  which  you  can  build  a 
design  right  comes  in  the  form  of  a design  pa  tent,  and 
the  law  of  design  patents  has  been  shown  to  be  confusing 
and  conflicting  almost  beyond  belief,  where  the  construction 
of  the  matter  is  getting  away  from  that  point  of  view 
and  where  it  will  be  applied  to  the  design  rights  for 
protection  of  machinery* 

Is  it  feasible  to  determine  what  is  a design  for  the 
purpose  of  recognizing  what  is  a design  right  within  the 
law?  For  example,  I have  heard  it  argued  that  the  Martin 
bomber  is  an  infringement  of  the  Boeing  design.  I have 
heard  it  argued  that  the  old  Curtis  Condor  bomber  is  a 
plagarism  of  the  Keystone  design,  and  that  the  Consoli- 
dated Martin  Vought  is  a copy,  one  of  the  other,  as  the 
development  has  passed  back  and  forth  between  those  two 
companies . 

Short  of  barring  the  actual  transfer  of  the  blueprints 
prepared  by  one  manufacturer  into  the  hands  of  another, 
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is  there  any  way  to  defeat  the  design  rights  to  give  it 
a legal  standing  comparable  with  that  now  enjoyed  by 
the  perfectly  specific  terms  of  coverage  of  a mechanical 
patent? 

MR,  HOTCHKISS:  The  matter  which  you  mention  was 
given  considerable  attention  in  the  drafting  of  this, 
and  I will  answer  you  specifically  that  I think  it  can  be 
done,  but  it  was  felt  that  to  avoid  the  difficulty  which 
you  mention,  the  difficulty  of  putting  your  hand  on  the 
definition  of  a design  right,  which  after  all  is  a term 
that  is  widely  used  and  generally  understood  in  the  in- 
dustry, that  we  had  better  put  it  into  action  rather  than 
into  definition,  and  provide  that  in  making  a contract 
there  should  be  a recognition  of  something  which  has  al- 
ready been  stated  in  the  law,  in  that  way,  rather  than 
to  seek  the  set-up  in  a procurement  statute  what  might 
be  almost  a miniature  patent  law.  I think  it  can  be 
done  if  it  is  directed  or  authorized.  I see  no  diffi- 
culty, Mr,  Warner,  in  authorizing  a procurement  officer 
to  give  weight  to  a design  right  any  more  than  you  might 
say  he  shotild  give  weight  to  the  engineering  capacity  of 
a particular  organization.  I can  see  great  difficulty 
in  endeavoring  to  define  engineering  capacity,  and  there 
are  some  difficulties  in  defining  design  rights,  although 
an  endeavor  has  been  made  but,  after  consideration,  it  is 
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felt  proper  and  it  is  the  feeling  of  the  Chamber  that 
it  is  wiser  to  do  it  in  that  manner,  rather  than  to  raise 
the  difficulty  that  that  brings  about. 

MR.  WARNER:  You  would  leave  it  to  the  contracting 
officer  to  write  his  own  definition  to  apply  to  any  par- 
ticular case,  and  you  would  leave  it  to  him  to  decide 
whether  or  not  there  is  infringement  of  the  design  right 
in  a particular  case  of  the  manufacture  of  a similar 
product? 

MR.  HOTCHKISS:  Yes,  because  it  is  the  position  of 
one  service,  in  any  event,  that  they  always  do  recognize 
the  design  right, 

MR.  WARNER:  That  is  the  Army? 

MR.  HOTCHKISS:  That  is  the  Navy. 

MR.  WARNER:  I thought  that  the  Army  maintained 
that  they  always  did  and  always  have  for  twelve  years  or 
more. 

MR.  HOTCHKISS:  I won*t  say  either  service  does  it 
but  the  Navy  has  always  taken  a position,  and  I think 
followed  it  out,  that  in  giving  an  experimental  contract 
that  there  be  something  that  is  worth  something,  and  then 
they  recognize  it  to  some  extent,  giving  the  man  the  con- 
tract for  the  next  order.  That  is  substantially  what  we 
are  endeavoring  to  do  here,  to  recognize  that  in  experi- 
mentation® 
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MR.  WARNER:  That  is,  as  I understand  it  in  the  case 
of  the  Navy,  a periodical  reminder,  administered  to  the 
contractor,  that  the  Navy  still  has  the  right  to  take  his 
design  and  put  it  elsewhere,  and  this  reminder  has  been 
imposed  and  given  reality  by  the  actual  acceptance  and 
the  actual  adoption  of  that  practice  in  one  or  two  in- 
stances? 

MR,  MORGAN:  Recently. 

MR,  WARNER:  This  recent  contract  is  one  case,  but 
that  seems  to  result  from  a recent  change  in  Navy  policy 
in  the  light  of  discussions  which  have  been  had.  There 
is  the  famous  case  of  the  flying  boats  some  years  ago, 
which  is  the  outstanding  one,  and  there  is  also  sufficient 
experience  in  the  Army,  as  I understand  it,  over  a number 
of  years,  and  the  Army  takes  the  position  that  while  they 
do  put  the  design  right  in  that  situation  still  they  do 
not  infringe  upon  it,  and  they  have  felt  that  that  is 
done  for  good  cause, 

MR.  MORGAN:  I am  not  thoroughly  informed  on  that, 

I know  ef  a case  when  the  Army  sent  out  designs  for  some- 
thing, and  asked  for  a broadcast  bid  on  it. 

MR.  WARNER:  Recently? 

MR.  MORGAN:  Several  years  ago.  Some  parts  of  the 
Boeing  pursuit  ship. 

MR.  WARNER:  They  do  it,  I believe,  on  parts  that  they 
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consider  as  reasonably  standardized  but  not  on  complete 
airplanes. 

MR.  WRIGHT:  That  was  a case  where  they  asked  for  a 
wing  for  the  Boeing  to  be  designed  the  same  as  Wright, 
and  submitted  it  to  the  industry.  We  contended  at  the 
time  that  that  virould  mean  a concern  was  going  to  build  a 
Boeing  wing,  and  that  that  concern  would  be  violating  the 
Boeing  proprietary  rights. 

MR.  WARNER:  Even  though  it  were  a new  structure  to 
be  developed? 

MR.  WRIGHT:  Because  if  they  built  that  in  produc- 
tion,  then  they  would  be  in  the  anomalous  position  of 
having  an  airplane  part  Boeing  and  part  from  us  or  talcing 
our  design  rights  in  the  construction  away  from  us  and 
giving  them  to  Boeing. 

MR,  HOTCHKISS:  On  page  20  there  is  a suggested  addi- 
tional section  directed  to  certain  practices  which  have 
grown  up.  The  gist  of  that  is  that  it  establishes  as  a 
condition  precedent  to  getting  an  order,  that  the  manu- 
facturer shall  sign  a waiver  as  to  any  rights  he  may 
have  Involved  in  an  experimental  contract, 

MR.  MORGAN:  Page  20? 

MR.  HOTCHKISS:  Page  20  of  Appendix  C. 

MR,  MORGAN:  In  the  Aeronautical  Chamber  brief? 

MR,  HOTCHKISS:  In  the  Aeronautical  Chamber  brief. 
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MR.  WARNER:  That  is  section  10  (u)  proposed? 

MR.  HOTCHKISS:  That  is  true. 

THE  CHAIRMAN:  A11  right,  Mr.  Morgan,  suppose  you 
continue . 

MR.  MORGAN:  I want  to  talk  about  the  Manufacturers1 
Aircraft; ‘Asso  elation,  which  is  on  record  here  in  con- 
nection with  patents, 

I would  like  to  say  briefly  that  that  is  a very  dif- 
but 

ficult  problem,/ in  our  opinion  the  arrangement  imposed  in 
the  procedure  of  the  Aircraft  Manufacturers1  Association 
has  worked  out  on  the  whole  satisfactorily  in  dealing 
with  patent  rights.  I do  not  believe  there  is  much  we 
can  add.  We  do  not  know  of  any  other  system  which  could 
be  followed  which  would  serve  the  public  any  better. 

That  starts  on  page  9 and  goes  on.  If  there  are  no 
questions  on  that,  I can  go  on. 

MR.  HUNSAKER:  I would  like  to  ask  a question.  I 
have  turned  ojfrer  to  the  Chamber’s  page  40  of  Appendix  C, 
where  you  refer,  in  regard  to  the  -design  rights,  to  the 
statement  that  it  is  proposed  by  the  Chamber  that  a new 
section.  No,  10  (u) , be  added  in  which  the  Government 
officials  are  prohibited  from  putting  in  as  part  of  the 
contra  ct  the  transfer  of  reproduction  rights. 

MR.  HOTCHKISS:  As  a condition. 

MR.  MORGAN:  As  a condition  of  the  contract"* 
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MR,  HUNSAKER:  ^ou  must  not  put  it  in  as  a condition 
3 of  the  contract. 

MR.  HOTCHKISS:  The  purpose  of  that,  Commander,  is 
this:  That  the  custom  has  grown  up  in  recent  years,  the 
industry  believes,  of  having  the  contracting  officer  say, 
**We  will  give  you  a contract  in  a given  case,  but  we  are 
going  to  have  all  the  reproduction  rights  of  the  current 
patent.*' 

It  has  been  felt  that  that  policy  has  worked  a hard- 
ship on  the  industry,  and  to  counteract  that  Section  10 
(u)  to  which  you  adverted  has  been  interposed.  It  simply 
points  out  that  you  cannot  club.  If  you  please. 

MR,  HUNSAKER:  Is  not  this  a restriction  on t he  free 
right  of  contract,  that  a member  of  the  industry  cannot 
contract  away  his  rights? 

MR.  HOTCHKISS:  If  that  is  an  interpretation,  it  is 
not  the  one  intended,  Commander, 

MR.  HXIHSAKER:  It  looked  like  a pretty  strong 
thing . 

MR.  HOTCHKISS:  The  purpose  is  that  which  I have 
endeavored  to  outline.  The  purpose  is  there.  The  word- 
ing may  not  be  good. 

MR.  HUHSAKER:  ^t  is  double-barreled.  You  put  in 
Section  10  (k)  two  additional  lines  to  give  the  contract- 
ing officer  discretion. 
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MR*  HOTCHKISS:  That  is  right. 

MR.  HUNSAKER:  As  to  whether  he  will  purchase,  and 
then  you  put  In  Section  10  (u)  that  in  no  case  must  he 
put  in  as  a condition  of  entering  into  the  contract  the 
waiving  of  design  rights. 

MR.  HOTCHKISS:  That  is  right.  The  wording  may  not  be 
entirely  right  in  those  two  clauses.  It  may  be  that  the 
difficulty  which  you  have  mentioned  is  there,  but  we  had 
not  thought  it  was  there. 

MR.  HUNSAKER:  Do  you  not  think  this  is  pretty  strong 
meat  to  propose  to  the  Congress? 

MR.  HOTCHKISS:  Frankly  of  the  two  things,  taking  what 
the  administrative  position  should  be  and  speaking  for 
myself,  I should  say  that  10  (k)  is  the  more  important, 

10  (u)  underlines  10  (k)  and  of  the  two  I think  it  is 
the  least  important  and  may  be  open  to  misconception  or 
difficulty  of  administration. 

MR.  HUNSAKER:  10  (u)  is  designed  to  cover  a pro~ 
cur erne nt  policy  by  law. 

MR,  HOTCHKISS:  We  will  put  It  this  way:  That  it 
is  designed  to  correct  a method  of  procurement  which  has 
been,  we  believe,  not  beneficial. 

MR.  HUNSAKER:  That  Is  all  I have. 

MR.  MORGAN:  That  brings  us  into  some  observations 
on t he  Government  function  in  procurement.  It  is  neces- 
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sary  in  order  that  the  Government  may  fulfill  its  function 
of  equipping  its  services  with  aircraft,  that  it  maintain 
an  &> le  engineering  force  to  supplement  its  procurement 
department  in  three  very  definite  capacities,  viz: 
specifications,  inspection  and  testing. 

The  specification  function  embraces  the  need  for 
interpreting  the  needs  of  the  service  from  the  standpoint 
of  tactical  uses,  maintenance  needs,  etc.,  into  written 
requirements  which  are  susceptible  of  forming  the  basis 
of  construction.  Specification  form  for  this  purpose 
will  include  characteristics  of  performance  and  installa- 
tion requirements  for  the  equipment  which  the  services 
require  in  each  type.  The  work  of  coordination  required 
represents  an  exceedingly  intricate  task  and  one  which 
when  properly  performed  does  much  to  Insure  a satisfactory 
service  product. 

The  inspection  function  embraces  not  only  the  detail 
inspection  of  material  during  the  process  of  manufacture, 
but  also  continues  through  flight  testing  and  the  carry- 
ing out  of  other  proving  ground  operations  and  the  follow- 
up  in  service  to  see  that  the  original  aim  of  the  specifi- 
cation is  met.  This  follow-up  work  in  turn  furnishes 
the  basic  information  which  later  finds  its  way  into  new 
specifications  as  the  art  progresses  or  as  tactical  re- 
quirements ma  y dictate. 
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These  functions  require  and  definitely  justify  a 
strong  engineering  division  composed  of  officers  trained 
in  engineering  as  well  as  civilian  employees  to  assist  in 
the  work  and  insure  continuity.  They  should  not,  however, 
in  any  toy  indicate  or  justify  an  extension  of  functions 
to  embrace  designs  so  as  to  create  a condition  of  competi- 
tion between  the  Government  and  the  industry.  It  is  be- 
lieved essential  that  the  Government  shall  recognize  the 
impossibility  of  an  individual  or  group  succeeding  in  its 
capacity  of  judge  if  at  the  same  time  it  possesses  any 
responsibility  as  a competitor  with  those  on  whom  it 
passes  judgment: 

In  view  of  the  above  discussion  I recommend  the 
following: 

1.  That  the  Government  procurement  agencies  have 
associated  with  them  a competent  engineering  staff  capable 
of  carrying  out  the  necessary  attendant  functions  of 
specification,  inspection,  and  testing;  and  that,  as 
previously  recommended,  the  Government  refrain  from  com- 
peting with  the  industry  in  the  design  of  aircraft  or 
aircraft  engines,  either  on  the  part  of  its  engineering 
staff  or  otherwise. 

2.  I recommend  the  establishment  of  a continuing 
program  covering  the  procurement  of  each  type  of  airplane 
or  airplane  engine  so  announced  to  the  industry  as  to 
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permit  adequate  planning.  The  proper  coordination  of 
such  planning  will  permit  an  orderly  development  of  types 
which  will  he  reflected  in  economic  procurement  and  engin- 
eering progress  which  will  assure  a supply  of  adequate  air- 
planes by  the  Government  services  of  the  high  qiality  so 
necessary  to  our  national  defense, 

3.  I recommend  that  the  National  Advisory  Committee 
for  Aeronautics  be  supported  by  sufficient  appropriations 
to  permit  it  to  carry  on  the  fundamental  research  work  whicl 
in  the  past  has  been  so  valuable  to  the  aviation  industry 
of  this  country.  In  view  of  the  record  of  achievements 
of  this  institution,  it  is  recommended  that  it  be  main- 
tained for  the  purpose  of  conducting  all  basic  research 
for  all  departments  of  the  Government. 

MR.  HUNSAKER:  you  believe  it  should  be  confined 

to  certain  departments  of  the  Government  and  not  tied  in 
in  any  way  with  the  industry? 

MR.  MORGAN:  No,  I think  it  should  be  for  the  pur- 
pose of  serving  the  Government  and  the  industry,  that  is, 
a sane  way  of  serving  the  Government. 

MR.  HUNSAKER:  Do  you  think  the  industry  should  be 
represented  on  the  committee? 

MR.  MORGAN:  Yes,  I do. 

MR.  HUNSAKER;  In  what  way? 

MR.  MORGAN:  By  the  way  it  is  working  now,  I do  not 
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think  that  any  active  members  of  the  industry  should  be 
on  the  committee.  I think  the  working  of  the  Board  of 
Governors  and  the  executive  control  of  the  thing  has  been 
very  satisfactory  in  the  past. 

not 

MR.  HTJNSAKER:  You  would/like  to  see  an  active  mem- 

ber of  the  industry  on  the  committee? 

MR.  MORGAN:  No,  I think  it  would  bring  about  compli- 
cations because  you  could  not  put  them  on  some,  and  there 
would  be  confusion,  and  it  is  hard  enough  in  the  Aero- 
nautical Chamber,  for  instance,  to  keep  everybody  on  the 
basis  of  common  ground,  as  it  affects  the  whole  industry. 
They  would  maybe  get  off  at  tangents  and  even  though  they 
did  not  want  to  do  it,  they  would  be  accused  of  doing  it. 

I believe  the  set-up  of  the  Board  is  well  conceived  and 
has  functioned  beautifully. 

MR.  HNNSAKER:  You  think  it  ought  to  remain  as  a 
separate  commission  responsible  to  the  President  only? 

MR.  MORGAN:  No,  I do  not  believe  that  is  correct. 
While  it  has  a fine  record  of  performance,  I believe  that 
it  should  be  changed  in  that  respect,  to  become  a part  of 
a general  or  specialized  aviation  set-up,  to  administer 
all  the  functions  of  the  Government  activities  in  aviation 
other  than  those  included  under  the  Army  and  Navy. 

MR.  HDNSAKER:  In  recommendation  number  2,  you  rec- 
ommend the  establishment  of  a continuing  program  covering 
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the  procurement  of  each  type  of  airplane  or  airplane  engine 
so  announced  to  the  industry  as  to  permit  adequate  plan- 
ning. Everyone  will  agree  that  that  is  desirable,  but  I 
have  seen  no  one  who  had  any  scheme  for  doing  it.  What 
sort  of  machinery  can  be  created  to  assure  continuity? 

MR.  MORGAN:  If  we  had  a program  for  extending  it 
a few  years  into  the  future  --- 

MR.  HUNSAKER:  This  is  an  appropripriation  program? 

MR.  MORGAN:  Not  necessarily  an  appropriation  but  an 
authorization  program,  with  certain  definite  limits  as  to 
minimum  and  maximum,  quantities  of  aircraft  to  stay  with- 
in the  minimum  or  to  be  sufficiently  large  to  give  the 
Government  services  the  equipment  they  need  for  training 
and  normal  peace-time  operations  and  the  maximum  to  be  not 
so  high  as  to  bring  about  a condition  where  we  would  have 
a big  quantity  but  not  a high  enough  degree  of  quality. 

MR.  HUNSAKER:  Mr.  Morgan,  how  does  that  differ  from 
what  the  Congress  did  in  1926? 

MR.  MORGAN:  It  does  not  differ  in  principle  at  all. 

I think  that  what  I have  specifically  in  mind  is  the  con& 
dition  which  has  developed  during  the  past  year  and  a half 
in  the  Air  orps,  where  even  though  funds  had  been  avail- 
able through  congress,  made  available,  the  money  was  not 
spent  and  the  industry  has  suffered  and  no  doubt  the  Gov- 
ernment has  suffered.  There  has  been  a big  break  in 
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procurement.  I do  not  think,  in  that  connection,  that 
we  have  to  go  beyond  the  intent  of  the  Aircraft  Act  of 
1926  which  is  basically  sound, 

is 

MR.  HUNSAKER:  Vs/hat  you  would  like  to  see/another 
five-year  program  of  procurement  for  the  Army  and  Navy? 

MR.  MORGAN:  Yes,  sir,  I would. 

MR.  HUNSAKER:  Stating  and  authorizing  a certain 
number? 

MR.  MORGAN:  Yes,  both  top  and  minimum. 

MR.  LANE:  I want  to  go  back  to  the  N.  A.  C.  A.,  just 
a minute.  Do  I understand  that  it  is  your  opinion  that 
the  N.  A.  0.  A.  should  be  given  broader  powers  or  that 
the  N.  A.  C.  A.  should  be  made  a portion  of  this  permanent 
body  which  you  suggest? 

MR.  MORGAN:  The  latter  is  what  I suggest, 

MR.  LANE:  That  they  should  be  made  a subdivision 
of  that  permanent  body? 

MR,  MORGAN:  That  is  correct,  yes,  sir. 

MR.  LANE:  Very  well, 

MR.  WARNER;  That  completes  what  you  have  on  procure- 
ment, does  it  not? 

MR.  MORGAN:  Yes,  sir. 

MR.  WARNER:  You  are  going  on  to  export? 

MR.  MORGAN:-  Yes,  sir. 

MR.  WARNER : I have  been  waiting  to  ask  certain 
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questions,  thinking  that  they  might  answer  themselves,  and 
as  they  ha  ve  not  completely  done  so,  I would  like  to  turn 
back  to  some  of  your  previous  recommendations.  It  seems 
to  me  that  we  have  here  two  paths  to  follow,  both  of  them 
so  alluring  that  it  is  very  plain  why  they  are  both  recom- 
mended, and  while  they  run  in  parallel  for  a considerable 

distance,  and  perhaps  have  run  in  parallel  up  to  the  pres- 
to 

ent  time,  we  always /face  the  danger  that  they  will  divert 
abruptly.  For  example,  on  page  13  you  recommend  a chain  of 
events  leading  to  the  procurement  of  aircraft  v/hich  seems 
to  rest  on  the  assumption  that  you  are  going  to  get  the 
best  type  of  aircraft  at  every  point,  and  that  through  the 
recognition  of  design  rights  you  are  normally  going  to  get 

Y 

that  best  design  from  the  originator,  ou  say:  "procure- 
ment of  one  or  two  experimental  airplanes  from  each  of 
the  three  or  four  best  designs,"  Of  the  experimental 
engines  four  types  are  to  be  built  and  then  you  take  the 
two  best  engines  and  there  is  a procurement  order  for  air- 
planes upon  production  quantity,  and  I assume  you  would 
get  the  machine  that  was  best  on  the  service  test  from 
its  originator, 

MR,  MORGAN:  ^es,  sir, 

MR,  WARNER:  Again  going  back  to  page  7,  I find  under 
paragra  ph  4:  "The  establishment  of  a policy  which  has  as 
a basis  the  placing  of  contracts  in  the  industry  to  firms 
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possessing  adequate  manufacturing  facilities  and  design 
staffs  so  that  reasonably  uniform  production  may  be  main- 
tained. 11 

We  are  to  bring  this  about  through  the  firms  posseso- 
ing  adequate  manufacturing  facilities  and  design  staffs 
so  that  reasonably  uniform  production  may  be  maintained, 
or  whatever  it  may  be  as  to  the  distinct  firms  seeking 
military  business.  There  does  not  seem  to  be  enough 
orders  so  that  we  can  keep  them  all  in  full  and  continu- 
ous production.  That  is,  we  cannot  keep  them  all  operat- 
ing at  what  they  would  like  to  consider  as  capacity,  and 
if  you  follow  the  system  of  procurement  suggested  on  page 
13,  it  seems  to  me  that  there  is  danger  that  a particular 
design  staff  may  be  assembled,  which  would  not  be  an 
extraordinary  possibility,  and  that  a particular  manufac- 
turer will  assume  leadership  in  several  categories  of  air- 
craft, and  that  he  will  get  a large  proportion  of  the 
orders,  and  then  he  will  go  out  and  enlarge  his  plant  sys- 
tem as  one  manufacturer  has  done  recently,  when  something 
like  that  has  happened  in  the  industry,  and  all  the  rest 
of  the  manufacturers  who  have  not  been  so  fortunate,  so 
alert  as  this  particular  man,  will  be  out  of  the  immediate 
picture  and  their  factories  will  be  idle. 

How  do  you  reconcile  that  situation  as  against  keep- 
ing everybody  continuously  busy  at  a uniform  level? 
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MR.  MORGAN:  I do  not  believe  there  is  a great  deal 
of  divergence  there,  or  I do  not  believe  there  should  be. 

I think  if  we  take  into  account,  or  if  the  Government  takes 
into  account  that  a design  is  one  item  of  importance, 
and  manufacturing  facilities  are  another  item  of  import- 
ance, and  personnel  and  labor  is  the  third  item  of  im- 
portance, that  all  three  must  be  taken  into  account  and 
sufficient  latitude  should  be  given  the  procurement 
agencies  to  permit  them  to  do  that.  Per  instance,  you 
could  say  that  a plant  on  the  East  ^oast,  say  at  Buffalo, 
by  reason  of  its  development  and  design  and  engineering, 
or  engineering  reasons,  on  the  face  of  it  is  entitled  to 
get  the  order  for  two  hundred  airplanes  but,  on  the  other 
hand,  on  the  West  Coast  that  condition  does  not  exist  and 
the  company  is  faced  with  closing  up.  I believe  that  is 
a very  important  problem  and  that  there  should  be  suffi- 
cient latitude  to  allow  the  Government  to  say,  ,r These 
laborers  and  engineers  and  all  those  facilities  are  just 
as  important  to  us  as  this  particular  airplane  is.  So 
that  we  are  going  to  place  an  order  for  one  hundred  of 
these  here,  and  we  will  see  what  we  can  dig  up  elsewhere 
for  the  other  factory."  And  in  the  extreme  event  that 
there  is  nothing  available,  I think  they  ought  to  cay, 

"We  are  going  to  give  some  out  there  too." 

MR,  WARNER:  That  is  the  point  I was  getting  at. 
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Obviously  you  should  reconcile  the  two  things  somehow, 
and  on  the  face  of  it  they  do  not  appear  naturally  to 
reconcile  themselves.  Theyeappear  to  be  two  possibilities* 
Either  you  ©an  say  that  you  will  buy  from  the  West  coast 
manufacturer  even  though  you  buy  inferior  airplanes,  in 
order  to  keep  them  in  business,  or  you  can  say  ,rWe  will 
take  the  design  of  the  manufacturer  here.  Manufacturer  A 
— I better  not  take  any  particular  geographical  locality 
because  that  might  lead  to  objection  — - MW©  will  take  the 

design  from  manufacturer  A who  has  the  best  design,  and 

« 

then  give  to  manufacturer  B an  order,  thereby  departing 
from  the  principle  that  has  been  categorically  observed 
as  to  design  rights,  and  let  him  build  one-half  of  the 
airplanes,  or  some  other  fraction,  as  they  do  in  England. 

MR.  MORGAN:  They  do  that  in  England,  yes,  sir. 

MR.  WARNER:  which  one  of  them  do  you  recommend? 

MR.  MORGAN:  I recommend  the  British  method,  because 
they  have  had  a lot  of  experience,  and  it  is  working  out 
very  well,  and  there  is  this  further  advantage,  which  is 
sound:  Manufacturer  A who  has  developed  the  thing  has 

engineers  who  are  acquainted  with  it,  and  if  he  is  given  a 
contract,  in  which  he  is  permitted  to  sub-let  or  is  in- 
structed to  sub-let  to  manufacturer  B certain  parts  of 
that  aircraft,  he  can  do  it  with  some  incentive  to  assure 
that  all  the  technical  skill  he  has  acquired,  or  that  part 
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of  it  which  is  necessary,  can  go  along  with  it,  and  it 

to 

can  be  a cooperative  arrangement.  But  without  that, /take 
the  one  hundred  airplanes,  and  say  ,rWe  are  going  to  take 
them  away  from  A and  give  them  to  B,  then  you  break  the 
continuity  of  technical  experience. 

MR.  WARNER:  Then  you  think  that  instead  of  simply 
allocating  an  order  to  another  manufacturer,  it  is  better 
that  the  original  designer  should  be  kept  in  control  to 
the  extent  that  he  will  sub-contract  a part  of  his  job  to 
another? 

MR.  MORGAN:  Not  only  in  control  but  assume  the  re- 
sponsibility, you  see. 

MR.  WARNER:  That  is  something  which  you  as  a manufac- 
turer think  could  be  worked  out? 

MR.  MORGAN:  Yes,  I do. 

MR.  WARNER:  I have  talked  that  matter  over  wish  an- 
other large  aircraft  man  who  will  testify  here  later,  and 
his  private  comment  has  been,  "That  is  all  right,  but  as  a 
practical  matter  we  would  not  want  to  do  that  and  to  stand 
behind  the  aircraft  unless  we  had  superimposed  upon  Mr. 

B$s  inspection  system  and  upon  the  Governments  inspection 
system  in  his  plant  our  own  inspection  system,  not  because 
everybody  else  is  not  just  as  good  as  we  are,  but  we  v/ould 
not  feel  right  about  it,  and  we  feel  we  would  have  to  watch 
every  detail  that  is  put  in  there.11 


v 


: ; :j.  , ;.i.  •'  i • v7  - ..  ■ ■:.! 

' ••  • 

•*  • ♦ 


‘ "■  ' , ;1.r  . ■'  . ‘ \ • d 

ty*  * V . . * 

<•  r • '■  ' ; .. 'YV1  ";V  • >•' 

' ' ;•  • . ' y ' " ■ 

■ ••••.  • . . •.  . ~sr 

. . , . " ti  - 

'*•"  iJ--  ‘10  ' : r j*  : .•  . . . ..  .• 

■ ■ ' \ : . 

' •. 

" ••  > • . ' 

' ■ ... . r • . i . . 

..  ' ' =•' 

• .-  ..  , 1 ; ' f 

...  . . 

* C»*  ' . • t . 

' ” 

.Y  '''V. ; 1 


oY  cfor,  aJt:i  i: 


' . is.' 


• • 1 
• . it  ......  V 


1 ■ ■ . - ■ 


. • ■ 


Oj  "V  din.  , *»•; 


JO  i'O 

! 

00 

■.v ■ %>"  -xe 

„ 0X> 

i 

Ki- 

e"i 

' 

: ■ . . 

■:ALy: 

a ■ V'O 

» a 

•■/A 

, 

odv 

nsn 

(SI  ■ 

n 

■ V-O.CO 

■ 

;Ut  0 

(f 

Fii'i 

0 0 

■-id'  *?  yl. 

S X.d 

.to:' 

ibis. 

O".1- 

O'1 

V £S : 

! ' > V 

o ,L . 0 

..t: 

ovr  ^ 

C 0 «L. 

i 

. . 

i.i.5  AO 

. . , 

'r-at; 

1 ( { * 

J.  .»* 

1 . "Of-SILv 

•o  if 

. J..'  V, 

0 “X 

(ro 

$m:,  :.C 

x-.i:  1 r-  l ifftiCf 

k*  if  5!  •'  . 

Ci 

on 

si: 

t>  .** 

./  M 

OV  0 

■ • h j x 'j 

A v 

X 

00  Ai 

u fi 

5;  J.  ’ X «.  0 < 1 

j orr 

6:t}' 

•I 

if 

v;x 

ove 

22  sw 

3592 

MR.  MORGAN:  I think  that  is  far  fetched. 

MR.  WARNER:  The  same  man  went  on  to  say,  and  others 
have  stated  the  same  thing,  that  in  practice  the  structures 
of  aircraft  are  so  complex  that  unless  you  have  every  tool 
made  in  the  originating  plant,  you  are  not  getting  inter- 
changability,  if  you  have  two  sources  of  supply  for  mach- 
ines of  tne  same  design. 

MR.  MORGAN:  That  brings  in  an  item  of  importance 
not  only  in  present  procurement  but  in t he  future.  In 
our  plants  these  inspection  systems  coordinated  among 
themselves,  and  coordinated  with  the  Government *s  inspec- 
tion  system,  should  be  such  that  manufacturer  A,  if  called 
upon  to  carry  out  some  negotiated  contract  which  had  this 
pr ©vis ion  in  it,  would  be  such  that  he  could  smoothly  go 
right  ahead  and  do  that  and,  if  necessary,  he  could  get  a 
duplicate  set  of  tools . In  each  plant  you  are  going  to 
have  the  same  Government  system  and  personnel  pretty 
well  trained  and  I do  not  see  any  serious  difficulty  in 
that.  If  the  desire  is  there  to  do  it,  they  will  find  a 
way  to  do  it,  the  same  as  buying  wheels  and  brakes  from 
Bendix.  He  does  not  send  an  inspector  and  set  up  an  in- 
spection system  in  the  Bendix  plant. 

X 

MR.  WARNER:  our  idea  would  be  that  the  responsibil- 

ity and  the  control  should  be  concentrated  in  the  origin- 
seem  to 

ator.  They/have  had  some  of  this  difficulty  in  Prance, 


n 


• bz-ik  3: 


7..v'  iiWyfy) 


“ Off  8 


. 


- ••  T ; 


if  OV 


; •••  ' . 


-•  7 ' 


' ' - - : ' ... 


’ • '•  ; '/ 

1 ' , , ? . • 


. 


• • . .. 

. • 


- A t 

" 


*•*1 

’ • '*•-  • . 'i  •• 


■ 


’’  . • . . 

• • ..  . 


‘J  7i-;‘ 


' ;hxd, 


•••'  •?../  ..... 


■>?  1 

" l ’v  too  .©4 


■ u 


.■  ' • 


' ' •:  - - ■ 
•:’/  ; -• 


■ ■ ...  ■'  ' . . .: 
OS  08  . • ..  ...  ,.  7 . ( ... 

' • • ' • • 

1 vJ'&r  i: h «i  artp  od^d' 

• a m 1 


Mil 


■II  : ... 


7 ’ • ■ ■ . ' ?.  f 


>.  •■  c-  . . ■■ 


■■  - . 3 f]  ( 


. 


: 


« •’  .S.tJl  • -.i 


7. 


TS. 


..  ■ , ' ; ; ■ 

■ ’ ’ ■ ''  ' . : . 


23  sw 


3593 


where  two  or  three  plants  have  taken  over  the  same  design 
and  made  modifications  in  detail  and  diverged  from  each 
other,  so  that  Bregu&t  makes  Breguet  XtEX's  and  Breguet 
XIX* s are  made  by  SECM. 

MR.  MORGAN:  I know  a little  about  the  British  system 
and  the  French  system,  and  they  have  not  carried  it  out  as 
well  as  the  British  have  as  to  the  contract  form.  They 
have  brought  in  a disturbing  factor,  which  is  engineering 
competition,  in  a thing  which  has  already  been  designed, 

MR.  WARNER:  They  have  encouraged  every  sub- contract- 
or to  modify  the  structure  and  to  incorporate  his  own 
ideas . 

MR.  MORGAN : Yes,  sir. 

MR.  WRIGHT:  Mr.  Commissioner,  I think  there  are 
examples  where  one  did  not  work  and  there  are  examples 
where  another  did  work.  Going  back  a little  way,  the 
Martin  Bomber  was  placed  with  three  firms  and  the  Orenco 
■with  Curtis,  and  the  Thomas  Morse  with  one,  and  designs 
came  out  definitely  inferior  and  unsati^sf actory,  where- 
as at  the  present  time  I believe  Grumman  is  buying  wings 
and  pontoons  outside,  apparently  successfully,  and  I know 
at  one  time  we  sub-contracted  for  the  manufacture  of  wings 
from  Vought,  which  was  satisfactory,  because  the  originator 
still  had  received  — - 

MR.  WARNER:  Brewster  provides  a case  in  point  like 
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we  have  on  that, 

MR,  WRIGHT:  I agree  with  Mr,  Morgan,  I think  we 
should  keep  the  engineering  controlled, 

MR,  WARNER:  You  think  the  assembling  should  be  in 
one  plant  and  that  there  should  be  a sub-contracting  of 
parts? 

MR.  WRIGHT:  Y©s,  sir, 

MR.  WARNER:  That  clears  that  up, 

MR.  MORGAN:  That  brings  us  down  to  the  problem  of 
the  export  market,  which  has  been  a very  important  item 
in  the  aircraft  industry  in  the  United  State 

In  connection  with  maintaining  factory  facilities 
and  skilled  personnel  in  the  aircraft  industry,  I would 
like  to  call  your  attention  to  one  of  the  most  serious 
problems  facing  the  industry  today  --  that  of  continuing 
to  maintain  the  leadership  which  the  United  States  has 
recently  gained  against  severe  competition  in  the  export 
market. 

The  policy  which  has  been  followed  by  the  United 
States  Government  as  regards  approval  of  airplanes, 
engines,  and  accessories  for  export  is  sound.  Today  no 
military  airplane,  engine  or  accessory  may  be  exported 
without  the  approval  of  the  Army  and/or  Navy  services. 

It  is  believed  in  the  interest  of  national  defense  that 
this  control  by  the  services  should  be  continued  so  that 
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the  latest  plane  and  engine  developments  are  retained 
exclusively  for  our  own  military  and  naval  air  forces. 

I would  like  to  interject  there  that  this  is  in  my 
opinion  basically  sound,  but  when  we  come  to  the  item  of 
engine  development  and  consider  the  necessary  elapsed  time 
between  release,  after  the  engine  is  actually  in  produc- 
tion, and  the  time  that  the  other  people  can  do  it,  having 
a background,  the  longer  period  of  time  required  to  devel- 
op the  engine  and  get  it  from  the  stage  of  the  completion 
of  experimentation  to  production,  that  some  more  latitude 
should  be  given  there. 

The  importance  of  this  export  market  cannot  be 
stressed  too  much.  Its  importance  today  is  indicated  by 
the  fact  that  during  1933,  36  per  cent  of  the  entire  pro- 
duction of  aeronautical  products  in  this  country  was  ex- 
ported. 

Prom  a national  defense  standpoint,  this  market  is 
most  important.  It  is  essential  that  a large  number  of 
men  be  trained  in  the  manufacture  of  aircraft,  and  that 
factory  facilities  be  kept  in  operation  in  order  to  meet 
the  large  production  demands  which  an  emergency  creates. 
Therefore,  it  is  a distinct  advantage  to  the  national  def- 
ense of  this  country  to  maintain  the  greatest  possible 
sales  volume  in  order  to  train  large  numbers  of  men  in 
aircraft  construction,  and  to  keep  in  operation  sufficient 
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factory  facilities* 

The  export  business  has  enabled  a number  of  American 
aviation  companies  to  continue  operation.  Without  this 
business  many  additional  American  aviation  factories  would 
have  been  forced  to  close  their  doors,  reducing  the  sources 
of  supply  for  military  and  commercial  aircraft  as  well  as 
resulting  in  ftirther  unemployment.  In  this  connection,  it 
is  interesting  to  note  that  66  per  cent  of  the  cost  of  air- 
craft construction  and  75  per  cent  of  the  cost  of  aircraft 
engine  construction  is  for  labor.  In  1933,  the  aeronauti- 
cal exports  provided  10,620,000  man  hours  of  labor  — an 
important  item,  considering  present  conditions.  With 
proper  cooperation  on  the  part  of  the  Government  we  believe 
this  could  be  increased  to  one  hundred  million  man  hours 
within  a few  years* 

Aircraft  and  aircraft  engine  companies  in  this  country 
have  not  only  shipped  products  abroad  but  in  a number  of 
cases  have  licensed  foreign  governments  and  foreign  com- 
panies to  build  American  aircraft  and  engines  abroad.  This 
licensing  policy  has  been  attacked  at  different  times,  and 
American  companies  have  been  accused  of  being  unpatriotic 
and  selling  latest  developments  to  foreign  nations.  The 
fact  is  that  all  licenses  to  manufacture  American  aircraft 
and/or  engines  in  foreign  countries  must  first  be  approved 
(and  always  has  been)  by  the  United  States  Army  and/or 
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the  United  States  Navy,  The  latest  designs  of  both  planes 
and  engines  are  kept  for  the  exclusive  use  of  our  own  air 
forces, 

In  connection  with  foreign  licenses,  it  is  interesting 
to  note  that  it  usually  requires  from  one  to  three  years 
for  foreign  companies  to  manufacture  either  aircraft  or 
engines  of  American  design.  By  the  time  this  period  has 
elapsed  the  product  is  in  the  obsolescent  state  insofar 
as  the  United  States  is  concerned. 

Foreign  licensing  usually  results  in  a large  number  of 
engine  and  piano  parts  being  manufactured  in  this  country 
and  shipped  to  the  foreign  nation  for  assembly,  as  well  as 
the  sale  of  raw  materials,  tools  and  machinery,  and  future 
sale  of  more  mddern  planes,  engines,  and  parts,  as  they 
are  released  for  export  by  the  United  States  Army  or  Navy. 
It  is  to  be  borne  in  mind  that  definite  benefits  accrue  to 
the  United  States  by  the  licensing  of  foreign  manufactur- 
ers or  governments  to  produce  American  patented  engines 
and  planes.  All  such  licensing  agreements  contain  a pro- 
vision that  any  improvements  made  in  our  planes  and  en- 
gines by  foreign  licensees  shall  be  made  available  to  our 
own  manufacturers.  As  a result  our  manufacturers  have 
the  benefit  of  the  technicaland  engineering  skill  of  the 
staffs  of  those  companies  or  governments  which  are  per- 
mitted to  manufacture  our  products. 
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Should  licensing  to  foreign  nations  he  prohibited, 
it  would  simply  mean  that  those  foreign  nations  now  our 
customers  would  build  engines  and  airplanes  of  European 
design* 

In  fact,  any  restrictions  upon  the  exporting  of  Amer- 
ican aviation  products  will  doubtless  cause  our  foreign 
customers  to  divert  their  trade  to  other  nations,  thus 
building  up  the  aviation  industry  in  foreign  countries  to 
the  detriment  of  American  aviation.  The  export  aviation 
business  including  shipment  of  American  manufactured  pro- 
ducts and  granting  of  licenses,  reduces  the  cost  of  air- 
planes and  engines  to  the  United  States  Government  by  ab- 
sorbing a proportion  of  overhead.  Any  profit  which  may 
be  received  from  export  business  likewise  assists  aviation 
advancement  in  this  country  providing  additional  funds  for 
development* 

The  importance  of  this  foreign  business  is  indicated 
by  the  fact  that  aeronautical  exports  approximated 
$9,204,00,  or  36  per  cent  of  the  total  aeronautical  pro- 
duction in  the  United  States  during  1933.  This  important 
part  played  by  exports  in  relation  to  total  production 
is  due  to  the  long  fight  made  by  American  companies  in  the 
export  field  during  the  last  ten  years* 

The  United  States  has  only  been  first  in  aeronautical 
exports  during  the  past  two  years.  For  example.  In  1931 
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the  aeronautical  exports  were  as  follows:  United  Kingdom 
18,441,734;  United  States  $4, 867, 687;  Prance  $4,559,979; 
Italy  $1,179,032.  In  1932,  however,  the  situation  changed 
due  to  the  satisfactory  operation  of  American  built  planes 
and  engines  abroad,  which  resulted  in  large  repeat  orders.- 
In  1932  the  export  figures  showed  United  States  first  with 
total  exports  of  $7,946,533;  United  Kingdon  second  with 
exports  of  $6,107,130;  Prance  third  with  a total  of 
$2,693,393,  and  Italy  fourth  with  exports  totaling 
$1,272,236.  In  1933,  an  even  greater  lead  was  established 
by  the  United  States,  when  exports  were  as  follows: 

United  States  $9,203,978;  United  Kingdom  $6,201,171; 

Prance  $3,035,907,  and  Italy  $2,218,974. 

This  enviable  position  has  been  attained  despite  in- 
tense competition  from  foreign  companies  who  have  been 
assisted  in  their  efforts  by  their  respective  governments. 
Examples  of  this  assistance  are  the  visit  of  the  British 
Navy  to  Turkey  in  1929  and  the  flight  of  35  Italian 
torpedo  and  bombing  planes  from  Italy  to  Athens,  Constan- 
tinople, Varna  and  Odessa  In  June  1929.  In  many  in- 
stances American  aviation  companies  have  sold  their  pro- 
ducts at  a price  higher  than  that  asked  for  similar 
equipment  by  European  competition.  The  cost  differential 
is  greatly  in  favor  of  European  countries  due  to  the  wage 
level  which  in  aircraft  manufacturing  is  $.64  per  hour  in 
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the  United  States,  $.33  in  England,  and  $.40  in  France. 

In  aircraft  engine  building  the  average  rate  of  pay  is 
$.70  in  the  United  States,  $.43  in  France,  and  $.34  in 
England,  In  spite  of  this  wage  variation,  England  and 
France  pay  higher  prices  for  their  aircraft  engines,  which 
doubtless  enables  their  engine  manufacturers  to  carry  on 
an  aggressive  development  program  as  well  as  show  a profit 
from  their  operations,  such  a policy  keeps  alive  produc- 
tion facilities  and  encouraged  development,  both  of  which 
are  important  to  national  defense.  The  average  price  paid 
per  horsepower  for  military  ail -cooled  aircraft  engines  of 
comparable  horsepower  in  England  is  $15  per  horsepower; 
in  France  $12.50  per  horsepower,  compared  to  $0  per  horse- 
power in  the  United  States. 

In  selling  our  products  abroad  we  have  encountered 
the  severest  competition,  not  only  competition  in  products 
but  also  in  credit  terms.  Our  products  have  been  sold  on 
a cash  basis  in  comparison  to  credit  terms  ranging  from 
12  to  48  months  offered  by  our  competitors 0 We  havo  been 
in  competition  indirectly  with  foreign  governments  who 
have  financed  their  manufacturers,  in  some  cases  to  the 
extent  of  75  per  cent  of  the  value  of  the  export  orders 
received. 

The  foreign  business  received  has  made  it  possible 
to  employ  thousands  of  men  who  otherwise  would  be  in  the 
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ranks  of  the  unemployed  here  in  the  United  States,  It  has 
decreased  costs  of  planes  and  engines  hy  absorbing  a por- 
tion of  the  overhead  and  fixed  charges*  and  it  has  kept 
factory  facilities  in  operation  and  men  trained  in  air- 
craft and  engine  construction*  all  of  which  would  be  of 
ine estimable  value  in  case  of  an  emergency.  It  has  made 
possible  the  carrying  on  of  developments  which  would  not 
have  been  possible  with  a lower  sales  volume.  This  busi- 
ness has  been  built  up  with  little  or  no  help  from  the 
United  States  Government,  We  believe  that  the  United 
States  Government  representatives  abroad,  particularly 
our  commercial  attaches  and  consular  representatives* 
should  give  the  same  assistance  in  furthering  sales  of 
aviation  products  as  they  give  other  American  industries. 

Only  with  proper  Government  assistance  and  cooperation 
can  the  United  States  continue  to  lead  in  world  aviation. 
With  Government  assistance  and  appreciation  of  our  rela- 
tions with  foreign  governments  the  present  volume  of  ex- 
ports car.  be  increased  tremendously.  Aeronautical  exports 
today  are  of  the  greatest  importance  because  the  planes 
and  engines  now  being  shipped  to  foreign  nations  in  many 
cases  is  the  hoginning  of  aviation  development  in  their 
respective  countries.  With  the  proper  attitude  on  the 
part  of  our  Government*  manufacturers  in  America  ijaay  con- 
tinue to  enjoy  this  increasing  trade.  However*  if  Govern- 
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ment  cooperation  is  not  received  and  we  are  forced  out  of 
the  world  market  and  do  not  participate  in  building  the 
air  forces  of  nations  who  are  now  our  customers,  it  will 
be  impossible  for  American  aviation  companies  in  future 
years  to  recapture  this  business.  Inasmuch  as  export 
business  constitutes  so  great  a part  of  annual  production 
of  aircraft  and  engines,  it  is  inevitable  that  the  nation 
which  leads  the  v/orld  in  export  will  also  lead  the  world 
in  aviation,  both  military  and  commercial. 

The  importance  of  maintaining  satisfactory  relations 
with  nations  now  purchasing  American  products  cannot  be 
over-emphasized.  The  establishment  of  Amerioan  aviation 
in  foreign  countries  will  mean  not  only  greater  demand  for 
American  airplanes  and  engines,  but  will  also  mean  annual 
purchases  of  spare  parts  and  accessories  to  keep  that 
equipment  in  operation.  Further,  these  countries  may  pur- 
chase and  set  up  American  built  equipment  for  the  main- 
tenance and  repair  of  aircraft.  If  this  machinery  is  set 
up  for  American  planes  and  engines,  and  relations  with 
these  countries  are  satisfactorily  maintained,  it  will 
probably  be  very  difficult  for  our  foreign  competitors  to 
obtain  the  export  business  now  held  by  the  United  States. 

However,  these  countries  now  acquiring  small  air  forces 
will  purchase  aeronautical  equipment  from  France,  England, 
Italy,  or  some  other  foreign  country,  if  they  believe  that 
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trad©  restrictions  in  the  future  might  prevent  their  pro- 
curing spare  parte  for  the  American  flying  equipment  they 
are  purchasing  today.  Thus  the  aviation  industries  of  for- 
eign countries  will  benefit  to  the  detriment  of  the  Amer- 
ican industry  in  this  country.  The  continued  growth  of 
aeronautical  exports  from  the  United  States  will  doubtless 
depend  on  the  cooperation  of  all  branches  of  our  Govern- 
ment, The  aviation  industry  of  the  United  States  has 
entered  highly  competitive  markets  and  has  been  successful 
in  obtaining  its  share  of  the  world  business.  The  aviation 
industry  of  this  country  has  abided  by  the  laws  of  the 
United  States  Government  in  obtaining  this  business.  In 
spite  of , this  situation  the  industry  has  been  publicly  con- 
demned for  its  participation  in  increasing  the  market  for 
American  products.  It  is  our  sincere  hope  that  in  the 
future  the  industry  will  receive  the  cooperation  of  all 
government  branches  and  departments.  If  the  laws  and 
regulations  are  not  to  the  best  interests  of  the  Govern- 
ment, then  they  should  be  changed,  but  it  is  not  believed 
that  any  industry  should  be  condemned,  as  long  as  it  con- 
ducts its  business  according  to  the  laws  and  regulations 
of  our  Government,  Today  we  are  at  a critical  point  in 
the  development  of  our  export  business.  In  the  past  our 

exports  have  consisted  largely  of  military  aircraft  and 

practically 

engines.  The  history  of  aviation  in/every  country  indicate. 
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that  a nation  first  builds  up  its  military  air  defense 
forces,  then  its  commercial  aviation.  With  the  proper 
Government  cooperation,  it  is  believed  that  the  present 
military  business  will  serve  as  a stepping  stone  for 
American  concerns  to  assist  foreign  nations  in  the  devel- 
opment of  their  commercial  aviation  program. 

THE  CHAIRMAN;  You  say  there:  "in  spite  of  this 
situation  the  industry  has  been  publicly  condemned  for  its 
participation  in  increasing  the  market  for  American  pro- 
ducts." 

Where  has  that  condemnation  come  from? 

MR.  MORGAN:  Prom  congress.  I would  like  to  add  that 
the  attitude  of  our  services  and  the  Department  of  Com- 
merce is  such  that  they  have  all  done  the  best  they  could 
in  promoting  this,  and  I think  they  all  realize  its  im- 
portance. 

The  attitude  of  the  British  Government  toward  assist- 
ing private  industry  in  furthering  exports  was  expressed 
very  clearly  recently  by  Sir  John  Simon,  the  Foreign  Sec- 
retary, when  he  stated  as  follows:  "We  never  allow  our 
diplomatic  or  consular  representatives  abroad  to  act  as 
travelers  or  canvassers  for  armament  firms.  Our  diplomatic 
help  is  given  when  a foreign  state  has  announced  its  'ln*» 
tention  to  purchase  abroad.  In  that  case  we  do  our  best 
to  see  that  British  firms  get  a proper  opportunity," 
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Trad©  restrictions  placed  on  aviation  exports  not 
only  will  send  business  to  our  foreign  competitors,  but 
will  tend  to  decrease  our  number  of  employees,  hamper  devel 
opment,  decrease  the  productive  capacity  of  our  factories 
and  weaken  our  national  defense.  It  likewise  will  en- 
courage many  small  foreign  nations  desirous  of  building  up 
an  air  force  to  establish  their  own  airplane  and  airplane 
engine  factories  rather  than  depend  upon  the  United  States 
as  a source  of  supply. 

I sincerely  hope  that  your  commission  will  recommend 
government  action  and  cooperation  to  increase  this  export 
business  so  Important  to  the  aircraft  and  aircraft  engine 
manufacturers  of  the  United  States. 

However  important  I have  conceived  the  position  avia- 
tion holds  in  the  United  States,  its  position  here  is  that 
of  an  orphan  child  compared  to  the  status  that  it  holds  in 
Eurpoe  today.  The  United  States  has  an  incentive  in 
developing  aviation  because  the  airplane  was  invented 
here,  and  the  geographical  extent  of  our  country  demands 
the  best  transportation.  If  for  no  other  reason  than 
that  mentioned,  we  should  develop  flying,  but  in  Eurpoe 
I found  another  reason.  I was  amazed  to  find  that  govern- 
ment officials  and  political  leaders  are  confident  that 
they  must  develop  aircraft  as  an  important  means  of 
national  defense.  The  Europeans  do  not  hesitate  to  admit 
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that  aircraft  already  has  become  a great  force  for  mill 
tary  purposes  and  further,  this  use  will  become  increas 
ingly  great  and  valuable  with  further  development. 
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That  is  why  all  Europe  is  one  vast  series  of  aircraft 
and  air  force  development  laboratories.  The  principal 
thought  in  England,  Franoe,  Italy,  Russia,  Turkey  and  many 
of  the  smaller  nations  is  to  increase  air  power,  realizing 
that  air  power  means  not  only  efficient  aircraft  but 

also  trained  personnel  and  adequate  factory  facilities. 

« 

In  England  a new  generation  is  working  to  make  Britain 
•’Mistress  of  the  Air”,  to  supplement  or  supersede  her  Old 
position  as  ’’Mistress  of  the  Seas”.  In  France  they  are 
somewhat  confused  as  to  procedure,  but  their  objective  is 
the  same,  that  is,  that  no  European  nation  will  ever  be 
able  again  to  conduct  successful  aerial  invasions  of  their 
oountry,  Italy  is  spending  huge  sums  on  fleets  of  fast 
planes,  particularly  seaplanes  and  flying  boats  and  is 
carrying  on  an  intensive  development  of  high  horsepower 
engines. 

The  next  two  pages  are  a summary  of  some  of  the 
policies  followed  in  respect  of  releasing  planes  for  export 
procurement,  design  rights,  design  competition,  and  air 
transport  at  ion. 

v 

But  as  an  essential  in  aviation  activity  in  Europe, 

I would  like  to  read  a brfcgf  summary  that  I have  made  of 
our  services  in  Russia. 


Aviation  is  divided  into  four  categories: 


(1)  PRODUCTION 
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Which  induces  fevelopment  resear  oh  and  manuf  acturing 
and  is  combined  in  a so-called  Aviation  Trust  funder  one 
head,  which  is  a division  of  the  Oommisariat  of  Heavy 
Industry, 

(2)  TRANSPORT 

Which  incudes  all  air  transportation  headed  by  one 
man,  and  is  affiliated  with  the  Oommisariat  of  Transport- 
ation of  the  Soviet  Union, 

( 3)  MILITARY  AVIATION 

Which  includes  all  of  aviation  used  for  national 
defense  and  military  purposes,  and  is  centralized  under 
one  head  that  comes  under  the  Oommisariat  of  National  De- 
fense, This  is  subdivided  into  three  branches:  the 
aviation  unit  of  the  Navy,  the  aviation  that  serves  the 
Army,  and  the  aviation  unit  that  may  be  called  upon  to 
operate  independently  of  the  Army  and  the  Navy, 

(4)  COMMERCIAL  AND  CIVIL  AERONAUTIC  ACTIVITIES 

Which  are  oentralized  in  the  organization  called 

Oeovin&him.  Oeoviakhim  is  an  organisation  set  up  along 
the  lines  of  our  National  Aeronautical  Association,  with 
a membership  of  over  seven  million  members  throughout 
Russia,  It  is  largely  a propaganda  organization,  having 
as  its  purpose  the  development  of  air  mindedness  among  the 
Russian  population.  It  sponsors  flying  clubs,  parachute 
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clubs,  etc*  There  ate  other  activities  in  aviation  de- 
veloping on  a large  scale  such  as  the  use  of  aircraft  for 
forestry  patrol  coming  under  the  Forestry  Service,  in  which 
there  are  engaged  several  hundred  planes.  Airoraft  is 
used  to  a considerable  extent  in  exploration  work  and  the 
Oommieariat  of  Agriculture  is  using  aircraft  to  a large 
extent  in  such  things  as  crop  dusting  for  insect  elimin- 
ation. 

The  organisation  and  operation  of  these  various  units 
are  as  follows:  — 

MR,  LANE;  Mr.  Morgan,  pardon  me  for  interrupting, 
but  is  there  anything  specific  in  this  subsequent  part  of 
your  brief  regarding  foreign  policy  which  you  wish  to  call 
to  our  attention  particularly  as  being  methods  whioh 
possibly  the  United  States  should  adopt,  or  is  this  merely 
a summary  of  what  European  nations  do? 

MR.  MORGAN;  It  is  merely  a summary  of  what  European 
nations  do,  with  an  outline  of  how  it  is  done  in  Russian 
and  the  other  is  a lot  of  tables,  and  in  the  back  of  the 
folder  is  a summary  on  procedure  in  England,  France,  and  so 
forth. 

MR.  LANE!  I mean  by  that,  would  it  serve  any  useful 
purpose,  other  than  to  call  it  to  our  attention,  to  go 
through  this,  rather  than  to  discuss  the  situation  which 
we  have  in  the  United  States,  with  which  we  are  more  con- 
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MR.  MORGAN?  X do  not  think  it  will.  I put  it  in 
here  for  the  purpose  of  giving  you  the  benefit  of  any  of 
my  observations  as  to  the  procedure  which  they  follow. 

MR*  LANE:  We  are  very  glad  to  get  it  from  that  point 
of  view,  but  it  seems  to  me  that  we  are  consuming  a lot  of 
time  in  the  hearing  which  we  might  better  spend  by  our- 
selves in  reading  over  the  memorandum  which  you  have  given 
us,  unless  there  is  some  specific  method  of  action  or  pro- 
curement or  as  to  export  which  has  been  adopted  by  some 
European  nation  which  you  think  might  be  ideal  from  our 
particular  point  of  view. 

MR.  MORGAN!  I will  touch  on  that.  There  are  a 
oouple  of  items  to  which  I would  like  to  call  your 
attention,  and  that  is,  for  instance,  in  Italy,  there  was 
a syndicate  of  airoraft  manufacturers  formed  for  the  pur- 
pose of  exploiting  Italian  airoraft  abroad.  These  manu- 
facturers are  set  up  with  the  assistance  of  the  Government 
and  — 

MR,  LANE:  What  type  of  assistance  is  that?  Is  that 
direct  subsidy  or  what? 

MR.  MORGAN:  The  indirect  assistance  is  it  is  with 
the  knowledge  and  approval  of  the  government,  which  brings 
in  the  governmental  agencies  abroad,  suoh  as  military  and 


naval  attaches,  salesmen  for  it, 
Seoondly,  most  important 
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I would  not  say  most 
important,  but  it  does  eliminate  competition  in  the  foreign 
market  between  airoraflt  manufacturers  of  Italy, 

Third,  and  most  important,  is  through  this  set-up 
the  government  finances  up  to  70  per  cent  in  some  instances 
at  deferred  payments  on  foreign  sales. 

There  is  a summary  of  it  there®  France  has  a set-up 
not  exactly  the  same,  but  they  pool  together  something 
similar  to  the  Aeronautical  Chamber  of  Commerce  here,  and 
they  approach  very  closely  the  Italian  idea. 

Both  France  and  England  do  a lot  of  financing  for 
aircraft  sales  abroad. 

MR,  LANE:  Do  you  feel  that  tk&B  Government  should 
take  some  financial  interest  in  export  matters,  or  do  you 
feel  that  the  Aeronautical  Chamber,  if  properly  organized 
and  equipped,  might  act  just  as  well? 

MR,  MORGAN:  I think  the  exact  medium  through  which 
you  do  it  is  not  so  important,  but  I believe  the  Government 
nhould  recognize  this  as  being  just  as  legitimate  and 
desirable  a trade  to  be  promoted  by  assistance  as  any  other 
trade®  Now,  as  to  direct  assistance,  it  is  hard  to 
arrange  that  because  that  is  not  done  today  to  any  extent 
in  other  industries. 

But  particularly  in  reference  to  our  friendly  neighbors 
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to  the  south,  I "believe  it  to  be  a wise  policy  if  we 
could  have  an  arrangement  made  whereby  aviation  could  be 
offered  to  them  on  it  least  as  favorable  terms  as  they  can 
buy  it  in  Europe. 

Now,  we  have  got  some  oomplicatione  ahead  of  us  on 
it  because  aircraft  here,  whether  we  like  it  or  not  is 
called  munitions.  I do  not  like  to  get  into  that  argument. 
But  these  countries  in  South  Amerioa  are  going  to  buy 
them,  whether  we  call  them  munitions  or  not. 

^ would  like  to  keep  this  off  the  record. 

MR.  EARNER!  Off  the  record. 

(Thereupon,  an  informal  discussion  ensued  off  the 
record,  after  which  the  proceedings  were  recorded  as 
follows:) 

MR.  MORGAN:  There  are  two  items  on  the  top  of  Page 
31.  In  all  my  experience  abroad  I have  observed  foreign 
commerce  pertaining  to  this  industry,  and  also  when  I ma& 
in  charge  of  engineering  in  the  Wright  Aeronautical  Company, 
and  the  two  outstanding  things  particularly  in  engine  de- 
velopment are  higher  power  — and  they  are  going  into 
higher  power  and  spending  a lot  of  money  to  do  it  — * and 
high  altitude  operation.  From  a technical  standpoint, 
those  are  the  two  outstanding  things  in  European  aviation, 
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ME,  WARNER?  Mr,  Morgan,  I think  it  would  be  inter- 
‘ esting  if,  without  reading  any  particular  section  of  the 
statement,  you  would  amplify  a little  what  you  have  said 
about  the  state  of  affairs  in  Russia,  We  have  had  some 
talk  with  witnesses  from  military  intelligence  and  other 
souroee  about  the  development  of  so-called  air  mindedness 
competition  in  European  countries,  and  particularly  in 
Russia  and  Germany.  The  point  is  we  hear  rumors  from 
time  to  time  that  Russia  and  Germany  and  other  countries 
in  a lesser  degree  are  expanding  the  use  of  the  airplane 
by  private  individuals  or  through  training  of  private 
clubs,  and  they  are  planning  to  oroate  hundreds  of  thous- 
ands of  pi±ots,  or  any  other  large  number  you  like  to 
state,  within  the  next  few  years. 

Have  you  seen  enough  of  that  to  either  make  a state- 
ment on  it  or  give  any  figures? 

MR*  MORGAN:  I think  to  make  a statement  on  actual 
figures  is  hazardous,  but  you  oertainly  oan  get  a picture 
that  represents  the  policy  of  the  government  and  the 
people  concerned  in  the  various  countries,  particularly 
in  Russia.  I mentioned  this  aviation  side  of  servioe 
military  groups  as  a means  of  carrying  out  the  purposes 
of  that  organization,  they  have  established  in  a great 
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many  places  parachute  olubs,  and  have  a platform  and.  para- 
chutes are  hung  underneath  it  and  people  go  in  and  pay  a 
few  copeks  and  jump  in  a parachute.  That  is  the  first 
etePa  The  second  step  is  the  military  people  have  trans- 
port people  to  carry  out  that  idea,  carry  it  along,  and 
permit  these  people  to  jump  from  planes,  and  after  so 
many  jumps  they  get  a certificate  as  an  expert  paraohute 
jumper.  That  has  gone  like  wild  fire  the  last  summer, 

A more  embraoive  thing  is  all  the  industries  in  Russia, 
all  the  factories  in  any  industry  having  as  many  as  300 
employees  are  entitled  to  have  an  aviation  club  undet 
the  primary  sponsorship  of  the  Aviation  Society,  but  the 
funds  are  forthcoming  from  other  sources,  in  most  cases, 
and  they  have  attached  to  a club  of  300  members  one  plane 
and  one  pilot  for  the  purpose  (5f  teaching  people  in  the 
club,  members  of  the  organization,  to  fly, 

Equipment  is  furnished  and  pilots  are  furnished,  and 
then  that  ties  in  with  the  industry  itself,  not  the 
aviation  industry,  but  the  electrical  industry  or  the 
heavy  machinery  industry,  where  a sum  equivalent  to  any- 
where from  16  to  25  per  cent  of  the  payroll  of  the  plant 
goes  into  the  pot  for  cultural  development,  and  that  is 
tied  in  with  the  aviation  club,  and  they  have  reore&tion 
oenters  and  athletics,  and  so  forth,  but  in  the  cost  of 
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production  of  every  item  there  is  an  item  in  there  that 
relates  directly  to  the  aviation  situation. 

MR,  WARNER;  So  that  any  man  or  woman,  I suppose,  who 
has  any  active  desire  to  learn  to  fly  can  practically  do 
so? 

MR.  MORGAN;  Yes  sir. 

MR.  WARNER;  With  practically  no  expense  to  himself? 

MR«  MORGAN;  With  practically  no  expense  to  himself, 
given  time  and  facilities. 

MR.  WARNER;  And  that  is  very  widely  availed  of? 

MR.  MORGAN:  Yes.  In  that  connection  I would  like 
to  mention  just  one  thing,  which  is  with  respect  to  this 
large  plane,  the  Maxim  Gorky,  with  a wing  spread  of  63 
meters,  and  which  is  fitted  up  as  a propaganda  plane  to 
develop  interest  in  aviation.  It  is  equipped  with  loud 
speakers. 

MR.  WARNER;  That  is  to  develop  interest  in  aviation. 
We  heard  there  was  a propaganda  plane,  hut  we  were  not 
sure  it  was  developed  to  interest  people  in  that  or  in 
Communism. 

MR.  MORGAN:  They  bring  in  all  the  political  theories, 

A 

but  it  is  up  in  the  air  and  talking  from  the  air,  and 
it  is  basically  for  aviation*  That  is  my  opinion.  I saw 
it  but  did  not  fly  in  it,  but  talked  to  the  people  who 
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built  it,  designed  it,  and  have  ilofcrn  in  it,  but  it  is 
primarily  for  aviation  ideas. 

(At  this  point  an  informal  discussion  was  had  off 
the  record,  after  which  the  proceedings  were  resumed  as 
follows: ) 

MR*  L ARE:  All  these  people  who  learn  to  fly  in 
Russia,  do  they  do  much  private  flying?  What  do  they  do 
after  learning? 

MR.  MORGAN:  The  Clubs  own  the  planes  and  they  use 
the  planes,  as  members  of  the  club. 

MR.  LANE:  That  is  just  local  flying? 

MR.  MORGANS  The  other  flying  comes  under  two  or  three 
other  categories.  It  comes  in  transsport  exploration, 
forestry  patrol,  and  things  of  that  kind. 

MR.  LANE:  No  private  flying? 

MR.  MORGAN:  I do  not  know  of  any. 

I have  summarized  on  the  last  two  or  three  pages  here 
something  which  you  can  read.  I won't  read  it  to  you,  but 
I think  it  is  the  crux  of  the  whole  situation, 

MR.  WARNER:  That  is  Pages  31  and  following? 

MR.  MORGAN:  Page  31,  at  the  middle  off  the  page,  where 
it  says,  "In  conclusion1',  and  on  down  through  33  and  33. 

THE  CHAIRMAN:  Any  questions,  Mr.  Hunsaker? 

MR.  HUN 8 AKER 5 No  sir. 


THE  CHAIRMAN:  Mr.  Berres? 
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MR*  BERRES:  No  sir. 
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THE  CHAIRMAN:  I think  that  is  about  all,  Mr.  Morgan, 
unless  you  have  something  to  state  yourself. 

MR.  MORGAN:  No  sir,  I have  not*  I apologize  for 
taking  so  much  of  your  time,  and  I appreciate  very  much 
the  opportunity  you  have  given  zhe. 

THE  CHAIRMAN:  You  have  given  us  a very  valuable 
statement,  which  the  Commission  will  be  glad  to  study  in 
every  detail. 

MR.  MORGAN:  I am  sorry  I did  not  get  here  before, 
but  I just  could  not  do  it.  I finally  finished  it  up 
last  night. 

(Witness  excused) 

MR.  LANE:  I believe  Mr.  Wright  has  a statement  he 
wants  to  make. 

STATEMENT  OF  MR.  THEODORE  P.  WRIGHT 

CHAIRMAN,  ENGINEERING  POLICY  AND  PLANNING 
COMMITTEE  OF  THE  CURTISS  WRIGHT  CO. 

MR,  LANE:  For  th©  purpose  of  the  record,  we  better  he/* 
your  full  name. 

MR.  WRIGHT:  Theodore  P.  Wright. 

MR.  LANE?  And  your  present  and  past  connection  with 
the  aeronautical  industry. 

MRi  WRIGHT:  I started  in  the  industry  in  the  Navy 
in  1917,  and  served  in  an  inspection  capacity  for  four 
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years,  and  then  went  with  the  Cucrtise  Airplane  and  Motor 
Company,  at  Garden  City,  where  I was  from  1921  to  1931, 
in  the  capacity  of  executive  engineer,  and  assistant  chief 
engineer,  and  then  chief  engineer. 

From  1931  to  1934,  I was  in  Buffalo,  as  director 
of  engineering,  and  in  July,  1934,  w s made  chairman  of 
the  Engineering  Policy  and  Planning  Committee  of  the 
Curtiss  Wright  Company. 

Now,  you  gentlemen  have  had  my  brief  for  some  time, 
and  perhaps  you  would  prefer  to  ask  me  the  questions 
rather  than  for  me  to  do  any  reading,  or  whatever  is  your 
wish  in  the  matter. 

THE  CHAIRMAN;  I think  you  might  touch  the  high  points. 

MR.  HUN8AKER:  We  read  your  brief  some  time  ago,  and 
you  might  submit  the  things  which  involve  policy  rather 
than  the  things  in  favor  of  it.  I think  most  every  one 
agrees  as  to  the  desirable  things,  but  the  difficulty  is 
to  find  out  how  to  accomplish  them, 

MR.  WRIGHT:  I.  think  that  is  the  case,  with  the  ex-* 
ception  of  one  or  two* policies*  I do  not  feel  that  the 
Government  is  imbued  with  the  idea  that  it  is  impossible 
to  ^udge  and  compote  at  the  same  time. 

Whereas  I express  myself  strongly  -- > 

MR.  HUNSAKERi  Where  do  you  find  this  ocmpet ition? 

That  is  the  specific  thing. 
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MR,  WRIGHT:  1 find  it  at  fright  Field  to  a consider- 
able extent, 

MR,  HUNSAKER:  Most  Army  officers  do  not  admit  it  at 
all*  They  say  there  is  no  competition, 

MR,  WRIGHT:  I realize  that,  I would  not  say  they 
are  not  making  an  honest  effort,  but  I feel  that  with  the 
amount  of  development  work  carried  on  at  Wright  Field, 
that  does  bring  us  into  competition  on  design  ideas,  and 
they  are  certainly  outside  their  function  of  specification 
and  inspection,  which  I oonoeive  to  be  it* 

MR.  HUNSAKER:  What  sort  of  examples  of  competition 
with  the  industry  arise  out  at  Wright  Field? 

MR,  WRIGHT:  In  the  matter  of  development  of  armament 
equipment  the  division  very  definitely  bears  upon  the 
development  by  the  industry.  By  that  I mean  such  items 
as  gun  mounts,  bomb  racks,  eto.  It  is  a policy  whioh  is 
entirely  different  from  the  Navy,  Whereas  the  Navy 
desires  industry  to  oarry  on  such  development,  the  Army  has 
the  reverse  policy*  Certainly  there  is  a need  for  co- 
ordination, and  what  is  right  in  one  branch  of  the  service 
should  be  right  in  the  other* 

MR.  HUN9AKER:  la  it  not  the  Army  idea  that  armament 
is  a epeoial  military  business  and  the  airoraft  industry 
ought  not  to  be  in  it? 

MR.  WRIGHT:  I believe  that  is  their  idea,  and  I 
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believe  it  is  incorreot,  so  far  a s the  mounting  of 

armament  is  concerned*  I feel  that  the  mounting  of  arma- 
ment ought  to  be  made  initially  a part  of  the  airplane 
rather  than  penalized  by  the  installments  of  one  particu-* 
lar  kind  of  mount  in  all  airplanes,  which  is  the  tendency 
now. 

MR*  HUHSAKER;  Where  is  the  competition?  They  are 
doing  it  at  their  expense  and  they  say  all  the  industry 
has  to  do  is  follow  the  directions, 

MR.  WRIGHTS  Beoause  of  the  fact  that  the  reverse 
policy  is  maintained  in  the  Navy,  and  we  maintain  an 
armament  section  in  our  engineering  organization,  and 
there  is  hardly  sufficient  work  in  one  branch  of  the 
servioe  to  keep  them  busy,  so  that  we  make  constant 
attempts  ~~  perhaps  ill  advisedly  — • to  foist  our  ideas 
on  the  Army,  simply  because  we  feel  we  could  design  our 
airplanes  better  if  we  had  a mount  of  a specific  design, 
rather  than  to  use  theirs, 

MR.  HUNSAKERs  Do  you  feel  that  in  the  matter  of 
equipment,  accessories  and  instruments,  they  are  competing? 

MR,  WRIGHTj  I would  not  be  competent  to  state  on 
that  because  I am  not  connected  with  any  instrument 
company*  If  Mr.  Morgan  comes  baok,  he  might  tell  yoft 
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ME.  HUNSAKER;  The  principal  thing  that  conoorns  you 
is  armament? 

MR.  WRIGHT:  No,  it  has  been  that  in  the  design  of 
the  airplane  it  has  been  so  that  on  a number  of  occasions 
the  designs  were  made  by  the  Division  on  the  basis  that 
they  had  certain  ideas,  which  were  in  competition  with 
those  which  we  had. 

MR.  HUNSAKER:  It  is  because  some  of  the  employees 

would 

have  patented  their  own  ideas  and/like  to  see  you  use 
them? 

MR,  WRIGHT:  It  has  been  true  i nthe  past  in  a 
number  of  cases,  yes  sir*  I would  not  go  so  far  as  to 
say  that  is  general,  and  I cannot  think  of  any  very  recent 
examples  of  that. 

MR.  HUNSAKBR:  How  oould  such  a condition  as  that 
which  you  think  exists  be  corrected?  You  could  not  very 
well  forbid  the  units  in  the  Army  engineering  division, 

Mr.  Wright,  to  stop  thinking  up  ideas  for  experiment. 

MR.  WRIGHT:  That  is  the  only  way  you  can  stop  it. 

That  is  just  exactly  the  point. 

MR.  LANE:  Do  you  feel  it  would  be  politic  for  the 

j$S$&on  to  forbid  its  engineers  and  employees  doing  such 
things,  and  ordering  them  to  abandon  all  thought  along 
the  line  of  development  and  design  or  development  of 
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MR,  WRIGHT:  Hot  in  so  far  as  it  is  necessary  for 
them  to  develop  specifications,  but  I feel  you  have  got 
to  go  one  way  or  the  other.  You  have  got  to  have  oomplete 
Government  manufacture,  such  as  you  have  in  Russia,  or 
else  you  have  got  to  have  oomplete  private  manufacture. 

You  cannot  have  a man  who  is  a judge  and  competitor  and 
have  him  judge  fairly, 

MR,  LA HE:  It  seems  to  me  that  the  Army  and  the  Navy 
buy  a good  many  things,  of  all  sorts,  in  which  the  Army 
is  interested,  this  thing  and  the  other  thing,  and  the 
Navy  the  same  way,  and  yet  they  are  buying  from  private 
manufacturers, 

MR,  WRIGHT:  I believe  not  to  the  same  extent  as  in 
the  aircraft  industry. 

MR.  LANE:  It  seems  to  me  they  have  had  a lot  of  guns 
and  so  forth  developed  by  Army  officers, 

MR,  WRIGHT:  I meant  to  qualify  my  statement,  that 
I did  not  refer  to  the  guns  as  being  improper. 

MR.  LANE:  I mention  that  as  a competitive  article, 

I do  not  mention  that  as  a part  of  the  airplane  at  all, 
but  purely  as  a competitive  article.  You  would  not  suggest 
that  the  Navy  abandon  designing  boats  because  it  put  the 
shipyards  in  competition,  would  you? 

MR.  WRIGHT:  I guess  not,  I guess  I would  not 
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MR.  HUNS AKER:  Is  the  naval  aircraft  factory  com- 
petitive with  the  industry? 

MR.  HEIGHT:'  To  some  extent,  sir.  I did  say,  though, 
tfc&t  the  Navy  is  far  less  competitive  than  is  the  Army.- 

MR.  HUNS  AKER:  That  is  the  thing  I wanted  to  brirg 

one 

out.  The  Navy  is  the  only/ under t aking  to  manufacture 
their  own  aircraft? 

MR.  WRIGHT:  That  is  only  very  recently,  that  they 

i 

have  undertaken  that. 

MR.  HUNS  AKER:  They  have  manufactured  aircraft  be«~ 

fore. 

MR. WRIGHT:  In  so  far  as  that  recent  legislation  is 

conoerned,  I think  that  iB  very,  very  detrimental. 

MR.  HUNSAKER:  You  think  that  that  10  per  cent  is  a 

j 

serious  fraction  of  the  amount  of  business  done? 

MR*  WRIGHT:  Simply  because  it  plaoes  them  in  the 
standpoint  of  judging  and  also  competing, 

MR.  LANE:  Should  not  they  be  allowed  to  judge? 

MR.  WRIGHT:  They  should  be  allowed  to  judge. 

MR.  LANE:  Should  not  the  Government  have  the  yard- 
stick by  which  it  could  measure  its  relationships  with 
industry? 

MR»  WRIGHT:  Yes  sir,  it  has  that  from  its  service 
test  reports  on  the  quality  of  the  servioe  which  the 
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MR.  LANE:  I do  not  think  it  has  very  much  of  a 
yardstick  so  far  as  manufacturing  is  oonccrned,  from  a 
service  test  report. 

MR.  WRIGHT:  You  mean  from  the  standpoint  of  judg- 
ing costs? 

MR.  LANE:  Costs  and  quality. 

MR.  WRIGHT:  It  has  a complete  right  of  audit  of  the 
lndustry!s  hooks. 

MR,  LANE:  Still  it  is  not  a yardstick, 

MR,  WRIGHT:  It  has,  in  that  it  can  audit  the  hooks 
of  all  the  industries,  and  compare  one  with  the  other. 

It  will  he  so  inefficient,  I believe,  to  manufacture  in 
Government  establishment s that  the  yardstick  will  be 
meaningless  because  some  of  the  same  items  of  cost  do  not 
appear  in  the  one  case  as  in  the  other.  The  system  of 
bookkeeping  $Sglt§d  in  the  naval  aircraft  factory  allows 
certain  executives,  who  do  not  appear  in  cost  items  in 
the  computations  at  all. 

MR,  LANE:  The  Navy,  on  the  other  hand,  maintains  a 
set-up  of  bookkeeping  which  it  learned  from  ship  building, 
whereby  it  does  include  in  its  cost  figures,  as  compared 
with  industry,  all  the  items  which  industry  includes. 

They  maintain  that  very  rigorously.  Do  you  think  10  per 
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cent  on  naval  orders  alone  represents  such  a large  fraction 
of  the  total  amount  in  the  United  States  that  they  are 
seriously  in  competition  with  the  industry? 

MR,  WRIGHT;  In  serious  competition  from  the  stand- 
point of  keeping  your  factory  bicpy,  no,  but  it  is  from  the 
standpoint  of  violating  a fundamental  principle,  and  I 
thinkthose  are  the  things  which  we  must  face  and  rectify* 
MR,  LANE;  What  principles  do  you  refer  to? 

MR,  WRIGHT;  Principle  of  judging  and  competing  at 
the  same  time. 

MR.  LANE;  It  never  occurred  to  me  that  the  Federal 
Government  was  not  entitled  to  run  an  experiment,  let  us 
call  it,  for  the  purpose  of  judging  anfidmeasuring. 

MR,  WRIGHT;  I just  hold  the  contrary  opinion,  I 
think  it  is  a policy  which  is  almost  funamenta!  in  all 
the  write-ups,  that  keeps  creeping  in,  in  every  place,  in 
considering  the  various  phases  of  procurement, 

MR,  LANE;  It  seems  to  me,  Mr.  Wright,  that  the  in- 
dustry might  hag©  something  which  it  wants  to  conceal  from 
the  Government, 

MR,  WRIGHT;  I believe  not, 

MR.  LAME;  And  that  the  Government  should  not  be  in 
business  because  it  might  discover  something  which  the  in- 
dustry is  attempting  to  hide. 
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MR*  WRIGHT*  No,  because  the  Government  has  complete 
access  to  our  books  and  have  inspectors  in  oar  plants. 

MR.  LANE:  Then  I cannot  see  objection  to  the  Govern- 

rnent  employing  facilities  which  it  has  to  a productive  end 
rather  than  to  abandon  them. 

MR.  ‘WRIGHT:  I feel  thgfct  the  Government  would  get 
more  for  its  money  if  it  would  spend  in  a greater  develop- 
ment, if  the  industry  were  spending  the  same  funds  in  ex- 
perimenting, rather  than  to  have  them  do  what  I believe  to 
be  an  unnecessary  yardstick  in  measuring  the  success  of 
the  industry* 

MR.  LANE:  That  attitude  is  the  taxpayer^  view  rather 
than  as  a member  of  the  industry? 

MR.  WRIGHT:  You  mean  the  view  that  the  Government 
should  oompete? 

MR.  LANE:  No  sir,  that  the  Government  should  conserve 
its  resources  and  not  spend  them  uselessly. 

MR.  WRIGHT:  That  is  right. 

MR.  LANE:  It  is  not  unique  for  them  to  manufacture 
their  guns  in  navy  yards,  is  it? 

MR*  WRIGHT:  That  is  true.  We  have  tried  to  bring 
out  the  fact  that  we  think  that  the  aeronautical  industry 

i 

is  special*  It  has  a higher  rate  of  change  of  development 
throughout , and  it  is  more  nearly  a completely  engineering 
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proposition  than  arc  most  industries.  Therefore,  at  least 
in  this  stage  of  development,  it  would  have  to  have  con- 
sideration as  such. 

MR.  HUNS AKER:  On  the  matter  of  competition,  is  compe- 
tition to  which  you  refer  that  with  regard  to  doing  things, 
the  installation  of  armament,  for  instance,  whioh  they  get 
at  the  station  at  fright  Field? 

MR.  WRIGHT:  Yes  sir. 

MR.  HUNSAKER:  And  from  the  Navy  you  do  not  get  so 
muoh  of  that  kind? 

MR,  WRIGHT:  Not  so  much,  no  sir.  The  Navy  handles 
its  judging  from  the  st-andpoint  of  the  Bureau  -of  Aero- 
nautics in  a very  satisfactory  manner. 

MR,  HUN9AKER:  Is  that  because  the  Bureau  of  Aero- 
nautics is  geographically  and  physically  separated  from  the 
naval  aircraft  factory? 

MR.  WRIGHT:  I think  that  has  a great  deal  to  do  with 
it,  in  that  in  that  case  you  do  actually  have  separated 
geographically  the  officers  Who  are  developing  their  own 
ideas,  and  therefore  are  not  the  same  officers  at  that  time 
who  usually  judge  the  industry. 

MR.  HU18AKER:  The  officers  in  the  Bureau  ef  Aero- 
nautics are  also  judging  the  ideas  which  come  out  of  the 
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MR.  WRIGHTs  Yee  sir. 

MR.  HUNSAKER:  And.  there  is  a field  of  competition 
between  your  ideas  and  theirs  in  some  instances.  You 
would  not  object  to  that? 

MR.  WRIGHT:  Exoejit  that  the  officers  of  course  are 
shifted  every  three  years  by  law,  and  do  become  judges 
periodically*  They  may  come  direot  from  the  airoraft 
factory  and  go  to  the  Bureau  and  become  judges. 

MR.  HUNS AKER:  You  are  taking  the  position  that  a 
judge  must  not  have  any  ideas  of  hie  own,  based  on  his 
previous  experience? 

MR.  WRIGHT:  I am  afraid  I am  over  emphasizing  the 
thing,  but  I feel  it  is  so  important  you  gentlemen  should 
get  the  baeio  principle  that  I have  brought  up  here  ac  to 
competing  and  judging  at  the  same  time,  although  I think 
you  can  find  cases  to  tear  down  my  argument. 

I can  say  this:  It  was  very  ably  propoeed  at  the 
hearings  before  the  Planning  Committee  by  Mr.  Warner,  the 
some  idea  which  I am  trying  feebly  to  express. 

MR.  LANE:  You  do  the  same  thing  in  industry,  A man 
brings  a design  of  aircraft  tp  you  and  you  act  as  a judge 
as  to  whether  you  will  buy  it,  and  you  are  competing  di- 
rectly with  him  on  the  same  thing,  and  yet  you  then  set  up 
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yourself,  and  acting  as  an  independent  agency  pass  judg- 
ment upon  that  man *8  design, 

MR#  WRI GrHT : Let  us  see  what  they  do  in  the  matter  of 
procuring  aircraft.  In  the  first  place,  you  have  the  other 
fundamental,  that  the  Government  we  feel  should  he  inter- 
ested in  having  a stable  aircraft  industry  from  the  stand- 
point of  national  defense, 

MR,  LANE:  Is  that  your  argument? 

MR.  WRIGHT;  No,  I believe  in  strong  competition. 

In  the  commercial  world  we  would  not  have  a particular 
reason  for  letting  one  manufacturer  exist  longer  than 
another. 

MR,  LANE:  It  has  been  charged  thousands  of  times 
that  they  have  suppressed  things  in  order  to  promote  them- 
selves, 

MR#  WRIGHT:  You  mean  withholding  patents? 

MR.  LANE:  Withholding  patents  and  buying  up  smaller 
manufacturing  concerns  who  were  competitors,  and  putting 
them  more  or  less  out  of  business.  That  is  the  same 
proposition  fundamentally,  if  you  come  down  to  that*  In- 
dustry has  been  accused  of  it  many,  many  more  times  than 
any  possible  Government  body. 

MR.  WRIGHT:  Of  course,  in  our  industry,  in  that  case, 
we  usually  do  make  everything  on  the  airplane  except  a very 


1 ■ ' ' . ■ ■ 9X.., 

...  ; ' I •>'  ^ ; • . * "f C . : 7j; 

•"  •»  Iv /n 

••  • 

'■  • - &9  ' . .■  ••  ■ • ... 

: ..  : ’ " . ..  - ■:  . ' - Dl  {&  ■■■.  ■ ■ 

■ 

- . ' • ■ ■ ; 

- ‘ ; ' r ’ > ' 1 ; ' • ..  A ,£  ;• 

. - * ..**  . r J IV 

...v'. ::  T ? ':by  ■ ' ■ "i  f?..K : ! ' ; 

..  -x\ t ■ ■ ; ; r, 

■ : ...  . ‘ • ' !•;■■■  : : ’ ..  . ' 

• •.  . - t < <.:•;?  ■ V ' nit  &?u 

#a ovine 

ait:  ■ tl  ' rn*ei  ...  I THO  «H3 

: •'  • • l • i’  : ' ■’  V ; ■ . 

t O ■ ■■  ;•  -‘  ;i.  ’ " i'i  . ■ i':j  H.  • 

i 

f t . • • .r1,  ■ - :>  ’ . . ;j  ; i'{  f • . .... 

’•  ■ -■  . 

....  : ■ ■'  ! •' 

i ' ■ ' ■ ‘ . ■ . : ■ '■ 

; 1 ‘ . S 


34b 


3630 

few  highly  specialized  items,  in  which  wc  are  not  competing. 
For  instance,  at  the  present  time  the  only  things  which  we 
buy  from  the  outside  are  wheels  and  brakes,  which  we  do  not 
attempt  to  compete  on  at  all,  and  that  is  almost  all.  We 
build  practically  all  the  rest  of  the  airplane. 

Perhaps  you  could  put  the  caBe  of  the  gun  itself, 
which  the  Government  supplies,  in  the  same  position  as  the 
wheel  and  brake  which  we  buy,  and  say  that  that  comparison 
is  legitimate. 

MR.  LANES  In  other  words,  you  do  not  want  the  Govern- 
ment to  say  how  you  shall  use  the  gun? 

MR*  WRIGHT:  How  we  shall  mount  it? 

MR.  LANE:  Yes  sir,  or  how  you  shall  mount  it.  You 
want  to  be  allowed  to  do  that.  Is  it  not  a fact  that  your 
complaint  is  not  competition  but  rather  that  the  Government 
is  not  availing  itself  of  the  facilities  which  you  have  to 
offer  the  Government? 

MR,  WRIGHT:  That  is  partly  it,  yes  sir*  That  is 
partly  it. 

MR.  LANE:  In  other  words,  you  would  like  the  Govern- 
ment — 

MR,  WRIGHT:  Although  I still  cannot  say  that  is  all* 

I still  think  it  puts  them  in  competition  with  us,  and  they 


cannot  judge  oorreotly 
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MR,  HU N8 AKER;  Are  they  in  competition  in  general  de- 
sign? 

MR,  WRIGHT:  Let  me  cite  an  instance  of  several  years 
ago.  We  delivered  an  airplane  to  Wright  Field,  and  we 
believed  that  the  matter  of  flutter  was  a very  dangerous 
matter,  and,  as  a consequence,  we  loaded  the  edge  of  the 
aileron  with  lead,  which  creates  what  is  known  as  static 
balance,  I felt  we  were  pretty  good  in  digging  that  out 
at  that  time,  and  that  that  would  prevent  the  flutter  which 
might  occur  in  the  airplane.  The  Wright  Field  engineers 
had  a different  conception  as  to  the  flutter  and  immediate- 
ly sooffed  at  our  idea,  and  required  the  lead  to  be  re- 
moved, Fortunately,  the  airplane  did  not  happen  to  have 
other  qualities  which  made  it  flutter  and  the  flutter  did 
not  occur.  But  I know  they  were  independently  working  on 
that  idea,  another  set  of  ideas,  which  later  were  proved 
wrong,  I think,  and  ours  right,  and  it  might  have  been  very 

disastrous . 

MR,  LANE:  But  they  were  right? 

MR»  WRIGHT:  No,  ours  was  right. 

MR.  LANE:  It  did  not  flutter. 

MR,  WRIGHT:  That  was  a matter  of  luck  or  the  fact 
that  the  ship  was  not  fast  enough.  That  brings  up  the 
question  that  design  is  ohanging  so  rapidly  we  do  not  know. 
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We  3a  not  sot  oureelvee  up  as  knowing  what  is  best  and  do 
not  know.  The  rate  of  ohange  in  this  industry  is  so 
infinitely  more  than  in  any  industry  of  a like  size*  of 
which  I am  aware,  that  you  have  to  set  up  different  rules. 

We  may  think  we  know  all  about  flutter  today  and  have 
the  ship  lose  its  wings  tomorrow  and  something  may  come  up 
about  which  we  knew  nothing. 

MR*  HUN 6 AKER*  In  this  case  you  mentioned,  is  it  not 
your  complaint  that  the  engineers  in  the  Army  did  not  know 
too  much  about  it,  did  not  know  quite  enough  about  it  and 
their  experts  were  half  baked V 

MR.  WRIGHT:  That  is  true,  but,  on  the  other  hand, 
if  they  had  not  gone  as  far  as  they  had,  they  would  have 
accepted  a new  idea  as  being  a fine  thing  to  try  out, 
whereas,  thinking  that  they  had  the  better  thing,  they 
oould  not  judge  it  at  all*  They  said,  "Scrap  it  and  use 
what  we  have  already  developed,  n 

MR.  LANE:  What  serious  complication  did  that  create? 
Was  the  Government  deprived  of  some  particular  thing  which 
would  have  been  of  benefit? 

MR.  WRIGHT:  Yes,  they  were  for  a certain  period  of 
time,  until  the  industry  in  general  substantiated  our  con- 


ception sufficiently  so  that  they  accepted  it,  and  they 


270 


might  have  lost  the  airplane. 


3633 


MR.  LANE;  I oannot  see  yet  that  that  is  competition. 
If  I buy  an  automobile  and  want  to  wrap  it  around  a tele- 
phone pole,  I oannot  see  that  I am  competing  with  the 
manuf acturer . 

MR.  WRIGHT;  I am  afraid  I cannot  make  my  argument 
any  more  forceful,  eir. 

MR.  WARNER;  ' Mr.  Wright,  £o  make  this  a little  more 
conoreto  in  itsispplioation  to  airplane  design,  let  us 
look  at  the  actual  technique  of  the  Army  and  Navy.  The 
Navy  has  a general  specification  for  aircraft  design  about 
so  thick  (indicating),  aid  the  Army  has  a handbook  about 
so  thiok  (indicating),  and  the  Army  says,  "Everything  in 
this  book  is  essential.  It  is  what  we  have  lsarnsod  through 
experience,  which  we  would  not  have  learned  in  any  other 
way,  and  if  we  did  not  have  the  book  and  did  not  reqiiir© 
the  designers  to  live  up  to  the  book,  then  it  would  be 
necessary  for  him  to  obtain  the  same  data  by  going  out  in 
the  field  and  taking  officers  who  have  had  experience  and 
getting  a lot  of  information,  some  of  which  would  be  wrong, 
but  wq  have  assembled  it  here  and  put  everybody  in  the  same 
position,  and  they  all  get  equally  complete  data,  and 
they  all  start  from  scratch,  equipped  with  the  knowledge 
which  we  have  acquired  in  20  years  of  operation,  which  has 
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Ie  there  anything  wrong  with  that  argument  from  your 
point  of  view? 

IiSt  me  take  it  one  step  further*  Then  they  give  you 
this  book.  They  also  give  you  in  some  cases,  as  I under- 
stand it,  in  connection  with  their  design,  directives, 
certain  drawings  of  airplanes,  which  they  consider  as 
potentially  fulfilling  those  directives.  I do  not  know 
whether  that  is  the  universal  practice. 

MR*  WRIGHT:  They  have  not  done  that-  recently.  They 
might  specify  a preference  for  a lew  wing  monoplane  a& 
against  a high  wing. 

MR.  IPRNER5  I had  understood,  without  specifying, 
that  they  wanted  it  to  be  done  that  way. 

MR,  WFJHHTs  The  Navy  did  two  or  three  years  ago,  but 
I do  not  think  either  Service  has  done  it  recently. 

MR.  WARNER:  Let  us  drop  it,  then.  Let  us  confine 
ourselves  to  the  handbook  and  the  information  furnished  by 
the  Army  as  specifications  for  design, 

MR.  WRIGHT:  I would  agree  with  them  on  that. 

MR.  WARNER:  How  far  would  you  go  along  width  them  on 

that? 

MR*  WRIGHT:  W6  feel  that  the  handbook  has  gotten  to 


be  suoh  a tremendous  volume  that  it  is  very  diffioult  to 
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follow  it  in  every  oase,  without  having  oonflicta  between 
different  sections  of  the  handbook,  although,  from  a matter 
of  policy,  I would  not  say  that  the  handbook  idea  as  a 
part  of  the  specifications  was  improper.  In  other  words, 
that  is  the  result  of  their  8ervice  experience,  with  the 
actual  production  which  would  go  into  the  Service,  simply 
recorded  in  generalized  form,  to  supplement  the  specific 
things  in  a new  contract,  so  far  as  it  functions. 

MR.  WARNER;  You  think  that  is  wrong.  Do  I apprehend 
your  thought  correctly?  Let  us  take  a case  of  an  air- 
plane udth  a substantially  balanced  ailenfpn  . You  consider 
it  is  a proper  funotion  of  the  Army  to  say,  "We  do  not 
want  the  airplanes  to  flutter"?  That  is,  the  Army  should 
say  what  the  airplanes  should  do,  but  you  think  in  general 
they  should  not  say  how  it  should  be  done? 

MR.  WRIGHT:  That  is  it  exactly. 

MR,  WARNER;  It  is  right  difficult  to  arrive  at  that 
principle  when  getting  into  purely  military  characteristics; 
is  it  not,  for  example,  difficult  for  the  Army  to  say  what 
specifications  should  be  met  for  the  proper  installation 
in  the  pursuit  plane,  without  giving  you  drawings  and 
saying,  "These  are  what  we  consider  a proper,  competent 
lay-out "? 

MR.  WRIGHT:  I think  their  bringing  in  men  from  their 
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engi neoring  division  and  from  their  Service  to  inspect 
the  actual  mark-up  and  finally  pass  on  it  and  proceed  from 
that  standpoint. 

MR « WARNER;  You  do  not  consider  that  competition? 

MR.  WRIGHT:  This  part  is. 

MR,  WARNERS  The  initiative  remains  with  the  de- 


signer? 

MR,  'WRIGHT:  Yes  sir. 

MR.  WARNER:  And  he  works  out  what  is  good  from  what 
he  learned  of  the  servioe  requirements,  and  if  their 
servioe  requirements  are  not  right,  they  will  tell  him? 

MR.  WRIGHT:  That  is  right. 

MR,  HUNS AKER:  Mr.  Wright,  on  Page  6 of  your  brief 
are  three  recommendations,  and  the  third  one  is  this? 

”1  recommend  that  new  types  of  aircraft  should  be  procured 
only  from  responsible  designers  and  constructors  in  the 
industry  equipped  to  go  into  production  in  the  event  the 
aesign  is  successful.” 

How  can  that  be  met,  if  that  is  what  you  consider  as 
desirable?  It  sounds  like  it  requires  a list  of  compe- 
tent builders  and  to  get  new  designs  from  such  people  only. 

MR,  WRIGHTS  We  recognize,  so  far  as  the  disability 
of  paper  design  competition  is  concerned,  getting  new 
ideas  for  the  Government,  as  we  discount  them  before  the 
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MR,  HUNSAKER:  Say  the  procurement  on  a new  type  of 
aircraft. 

MR.  WRIGHT:  We  also  recognize  the  necessity  of  the 
Government  giving  oonsi<ier  at  ion  by  testing  private 
ventures  on  airplanes  which  may  be  completely  constructed 
and  submitted  for  testing.  Not  as  a policy,  and  policy 
method  and  their  predominant  method,  but  as  a Egxjthod  for 
a manufacturer,  if  he  wantB  to  get  into  it  with  the  refit 
of  them  in  developing  the  airplane  for  test. 

MR.  HUNSAKKR:  How  about  getting  new  ones? 

MR,  WRIGHT;  I think  the  Government  has  the  choice 
of  deoiding  whether  some  other  firm  has  a record  which  is 
so  bad  that  it  should  be  put  out  or  penalized,  and  perhaps 
by  that  method  letting  in  new  firms.  If  he  has  the  proper 
capitalization  and  can  be  brought  in,  new  blood  will  get 
into  the  industry  and  some  one  else  drops  out.  What  I 
say  is  to  get  the  design  rights  through  adequate  reim- 
bursement and  make  the  contract  with  one  of  the  recognized 
firms, 

MR.  HUNS AKERi  You  would  not  propose  that  a concern 
be  dropped  out  except  by  starvation?  The  Federal  Govern- 
ment has  no  authority  to  put  a man  out  of  business. 


336  ' 


3638 

MR*  WRIGHT:  They  could  get  authority  to  have  a 

recognized  list  of  manufacturers*  Of  course,  I am  thinking 
of  England*  I understand  they  do  do  it  there,  so  that 
presumably  it  would  be  possible  for  us  to  do  it, 

MR®  HUNS  AKER:  Would  that  be  done  by  administrative 
action  or  merely  refusing  to  do  business  except  with 
people  complying  with  certain  standards? 

MR*  WRIGHT;  I think  it  could  be  done  administrative- 
ly* 

MR,  HUNS AKER:  You  are  recommending  that  it  should 
bs  done,  that  is,  that  the  Army  and  Navy  should  each  de- 
velop lists  of  firms  with  whom  their  experience  is  satis- 
factory and  consider  them  qualified? 

MR,  WRIGHT:  It  is  not  a new  idea  in  the  Navy  at 
least  of  having  approved  concerns,  I remember  in  the  Navy 
there  was  an  approved  list  of  dope  concerns  from  whom  we 
had  to  purchase* 

MR,  HUNS AKER 5 I agree  with  you  entirely  until  last 
week  when  the  Paymaster  General  said  there  are  no  approved 
bidders  of  such  type* 

% 

MR,  WRIGHTS  It  is  much  lika  Article  K in  the  Act* 

We  thought  right  along  it  allowed  negotiated  bidding 


until  recently  the  Comptroller  General  advised  we  were 
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wrong,  Therefore*  the  law  should  be  changed,  as  it  has 
been  presented  to  you,  in  order  that  there  be  absolutely 
no  Question  legally  or  morally,  or  any  other  way,  that 
negotiation  is  the  proper  way  6f  bidding.  The  same  with 
this  j-other  proposition;  if  he  has  ruled  you  cannot  have 
an  approved  list,  let  us  change  the  law  or  put  in  a law 
so  that  you  can  have  an  approved  list. 

MR.  HUNSAKERc  Would  it  not  be  enough  if  negotiated 
purchase  was  authorized  or  legal,  meaning  the  man  doing 
the  negotiating  has  complete  discretion?  Would  that  not 
be  enough? 

MR.  WRIGHTS  Yes  sir, 

MR,  HUN3AKER;  With  whom  would  you  do  business? 

MR,  WRIGHT;  It  relies  on  good  administration,  and  no 
matter  how  many  laws  you  have,  you  must  rely  on  good  ad- 
mi  nist rat  ion. 

MR.  HUN9AKERS  What  is  the  first  step? 

MR*  WRIGHT;  Rectifying  the  negotiations  matter. 

That  is  by  far  the  most  important  of  any  of  the  legis- 
lative ohanges  we  recommend. 

MR*  HUN8AKER:  You  recommend  that  they  confine  the 
business  to  units  of  the  industry  equipped  to  go  into  pro- 


duction? 
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MR*  WRIGHT:  Yes  sir,  because  that  all  goes  back  to 
my  basic  thought,  that  the  Government  is  inierested  vitally 
in  a stable  industry.  The  testimony  which  Mr.  Morgan 
gave  of  Judge  Hughes1  findings  of  the  investigation,  was 
entirely  based  on  the  fact  that  the  reason  why  all  these 
millions  of  dollars  were  wasted  was  because  there  was  no 
stable  industry  and  therefore  they  tried  to  put  together 
an  airplane,  a highly  specialized  article,  requiring  de~ 
signers  to  follow  it  straight  through  production,  in  auto- 
mobile factories,  and  it  would  not  work*  There  is  no  use 
of  going  through  that  now  to  find  out  what  it  was,  because 
we  have  the  experience  before  us  on  it. 

Therefore,  in  all  our  considerations  let  us  say  that 
the  Government  is  just  as  much  interested  as  the  industry 
in  having  a stable  industry,  possible  of  rapid  expansion. 
Therefore,  you  must  have  a regular  business,  with  certain 
firms  which  have  design  staffs  and  so  forth. 

MR.  LAHE:  You  suggested  a moment  ago  if  the  design 
was  bought  by  the  Government,  the  procurement  officer 
should  make  the  oontract  from  an  approved  list.  Would 
that  be  your  idea,  or  should  the  design,  which  was  the 
property  of  the  Government,  be  offered  for  competitive 
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MR.  WRIGHT:  I think  it  should,  all  be  negotiated. 

I feel  that  the  Government  has  protection  in  their  right 
of  audit  to  guarantee  against  excessive  profits,  and  to 
insure  the  desirable  policy*  having  two  sources  of  supply, 
which  maintains  competition  for  the  Government  interest 
in  the  produet. 

MR.  LANE:  You  put  tremendous  responsibility  upon  ad- 
ministrative officers  to  distribute  the  negotiated  con- 
tracts equitably  so  as  to  keep  a groat  many  people  alifre 
who  might  otherwise  be  starved  out. 

MR.  WRIGHT: • I agree  with  you  entirely;  the  re- 
sponsibility is  very  great,  and  it  has  to  remain  so  for 
some  period  of  years  until  the  industry  beoomes  one  which 
is  more  nearly  comparable  with  the  automobile  or  other  in- 
dustries, where  it  has  other  sources  of  business  than  one 
customer. 

MR.  LANE:  It  has  been  suggested  to  us  by  the  Services 
that  large  manufacturers*  with  large  staffs,  are  not  the 
desirable  thing  from  the  point  of  view  of  the  Government, 
but  a great  number  of  smaller  manufacturers,  with  small 
staffs  work  to  the  Governmert* s interest  a lot  better,  from 
the  standpoint  of  service,  from  the  point  of  view  of  train- 
ing, personnel,  eto*,  and  that  no  industry  or  that  no 
organization  will  be  so  large  in  time  of  national  emergency 
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that  it  won*t  have  to  undergo  tremendous  expansion,  and  it 
is  just  as  easy  to  expand  a lot  of  little  industries  as  it 
is  to  expand  four,  five  or  six  big  ones. 

MR*  WRIGHT:  I believe  that  would  not  be  the  state- 
ment of  the  War  plans  division  of  the  Services,  Who  are 
really  thinking  in  terms  of  expansion  later  on*  Although 
they  realize  that  certain  units  would  have  to  be  done 
ordinarily  outside  of  the  industries,  they  are  hoping  to 
be  able  to  depend  on  the  aeronautical  industry  as  the  main 
nucleus,  at  least,  from  which  expansion  takes  place. 

MR,  LANE:  Tfes  thought  has  been  given  us  that  fifty 
small  ones  are  just  as  valuable  to  the  National  Government 
ub  five  big  ones, 

MR,  WRIGHT:  I can  hardly  say  that  I would  doubt 

whether  that  was  correct  or  not.  I would  disagree,  in 

other  words.  I think  th$y  are  wrong. 

pro- 

MR,  HU  NS  AKERS  On  this/position,  Mr.  Wright,  that  if  b 

there  be  a large  airplane  company  with  design  and  research 

organizations  working  on  all  phases  of  the  problem,  a few 

and 

engineers  can  leave  the  organization/with  the  information 
which  they  take  with  them  carry  on  for  two  or  three  years 
without  any  necessity  for  research  at  all.  Is  not  that  so? 
MR.  WRIGHT:  Yeo  sir. 

MR.  HUNSAKER:  Simply  supplying  what  they  have  learned? 
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MR,  WRIGHTS  It  has  been  done  in  a few  instances. 

MR.  HUNS  AKER  J But  over  a long  period  of  time 

MR*  WRIGHT;  Over  a long  period  of  time  the  Government 
would  suffer. 

MR.  HUNS AKER:  Those  people  would  not  make  the  con-* 
tribution  that  organized  research  would  make? 

MR,  WRIGHT:  That  is  my  Idea,  yes  Gir.  In  other  words 
the  policy  of  a large  number  of  companies  might  benefit  the 
Government  on  immediate  year~by~year  basis,  but  from  the 
standpoint  of  being  ready  for  an  emergency,  it  would  be  to 
the  Government ls  detriment* 

1©.  HUNSAKERS  Do  you  see  any  objection  to  having 
competition  limited  to  qualified  firms? 

MR.  WRIGHT:  Competition  of  what  type? 

MR.  HUNSAKERS  A ie w minutes  ago  you  were  speaking  of 
designs  which  have  been  purchased  and  it  is  a question  with 
whomthe  experimental  orders  should  be  placed. 

MR,  WRIGHT;  The  airplane  in  competition  should  tee 
restricted  to  competent  firms  who  arc  adequately  equipped. 
Designs  on  paper  should  be  open  to  the  world,  so  that  new 
ideas  can  be  brought  in, 

MR.  HUNSAKER;  I did  not  make  myself  clear. 


MR.  WRIGHT:  I am  sorry. 
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MR.  HUN3AKFR:  There  appear  v:  to  be  two  procedures 

available#  First,  take  the  oase  where  the  design  has 
been  given  the  administrative  procurement  officer,  and  he 
has  the  choice  of  securing  Some  established  firm  in  the 
industry,  which  seems  to  be  in  the  best  position  and  ne- 
gotiating with  that  firm  and  having  th4  design  followed 
in  that  manner  or  he  can  call  for  bids  from  all  the  approved 
firms. 

MR6  WRIGHT:  I would  favor  the  negotiated  method  for 
one  V6ry  definite  reason,  sir:  It  would  then  permit,  at 

the  discretion  of  the  administrative  officer,  the  chanoe 
to  make  production  more  uniform  in  the  industry.  Whereas, 
if  he  put  it  out  on  competition,  the  fimj  that  had  a lot 
of  business  in  the  market,  and  therefore  had  a lot  of 
overhead,  would  very  likely  be  the  successful  low  bidder, 
and  therefore  he  would  have  more,  and  you  would  have  the 
set-up  which  Mr.  Warner  pointed  out  a little  while  ago, 
whereaG  the  negotiated  basis  would  permit  them  to  place  it 
on  a flat  basis  and  keep  up.  this  uniform  production,  which 
is  important  to  the  Government,  because  our  cost  would  tee 
far  less.  If  we  can  maintain  a 600  or  800  man  force, 
varying  8 to  10  per  cent  throughout  the  year,  rather  than 
going  from  1,200,  which  my  particular  company  had  in  July, 


down  to  90,  which  we  have  now,  we  and  the  Government  would 
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be  far  boater  off 
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MR.  HUN8AKER;  In  the  ease  d£  a company  which  is 
substantially  out  of  work,  and  by  negotiation  some  work 
is  placed  with  them,  what  incentive  is  there  for  that 
company  to  do  a good  job,  to  do  more  than  is  expected? 

MR*  WRIGHT : At  the  time  such  a matter  would  be 

plaoed,  it  would  be  only  a paper  design.  Therefore,  there 
is  still  the  main  bulk  of  the  engineering  to  be  done. 

80  per  cent  of  engineering  is  detailed  designing,  and  10 
to  15  per  cent  is  the  actual  artistic  picture  of  the  design. 

MR.  HUNS AKERS  Looking  for  an  incentive,  if  your 

committee  were  set  up,  they  wonlt  own  the  design^  or  they 
are  through  with  it,  and  there  will  be  no  question  of 
design  rights  which  they  will  create  for  themselves,  but 
would  be  fed  some  because  they  needed  it, 

MR.  WRIGHT:  They  will  still  have  the  incentive  of 
keeping  in  that  field,  of  having  one  or  two  competitors 
in  the  field  to  call  upon  for  more  productive  business. 

MR,  HUNSAKER:  The  theory  being  if  the  matter  go  on 

the  experimental  design  basis,  they  may  get  a production 
order? 

MR.  WRIGHT:  Yes  sir. 

MR.  WARNER:  Referring  to  Page  6 of  your  brief,  Mr* 
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fright,  that  there  should  be  experimental  procurement  only 
from  responsible  designers  and  constructors,  equipped  to  go 
into  production,  I then  look  over  to  Page  8,  and  there  you 
first  recommend  f,the  adoption  of  a Government  policy  which 
K&e  as  its  stated  aim  the  full  payment  for  authorized  de- 
velopment by  the  industry 

There  seems  to  be  to  some  degree  the  case  there, 
whether  by  intent  or  by  accident,  that  the  speculative  or 
e emi-specu? at i ve  basis  of  experimental  manufacture  in  the 
past  has  had  as  its  effect  just  what  is  lacking*  No  one 
has  wanted  to  build  experimental  airplanes  at  a loss, 
unless  they  hoped  to  get  their  loss  back  later  on  pro- 
duction* Furthermore,  there  is  the  danger  cf  having  a 
cumulative  situation  built  up,  such  as  the  industry  ex- 
isting in  France  has,  and  we  pay  for  that  cost,  and  they 
working  on  experimental  work  only.  Perhaps  it  is  desir- 
able, but  I do  not  know.  It  certainly  is  a fact  that 
there  are  a number  of  factories  in  France  which  never  have 
had  a production  order  and  do  not  seek  one-.  They  bring 
©ut  an  experiment al  order  of  pine  kind  after  another,  and 
do  not  seek  anything  else. 

MR.  WEIGHTS  I noted  that  in  France 5 and  mentioned 
it  here.  Of  course  that  conflicts  with  the  matter  of 


uniform  production  in  all  plants 
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MR,  WARNER:  I <io  not  know  that  it  do es.  Those  manu- 

facturers all  become  orphans,  so  to  speak,  and.  axe  abso- 
lutely free,  so  that  they  can  have  it  allocated  to  them, 

do 

and  keep  the  plant  busy*  We  have  a chance  to/ development 
in  one  and  production  in  the  other, 

MR,  WRIGHT:  We  definitely  do  not  want  that*  That 
is  what  the  designing  group  of  engineers  do  not  want,  but 
to  continue  the  design  right  through, 

MR*  WARNER:  Tfe  easiest  way  of  getting  that  seems 
to  be  to  take  the  experimental  orders  at  a loss,  which 
will  be  made  up  in  production,  and  then  no  one  will  go 
after  experimental  work  isolated  from  production. 

MR.  WRIGHT:  That  is  another  point.  That  might  be 
all  right,  if  you  could  carry  out  your  order  the  way  it 
was  intended  in  the  Air  Corps  Aot,  when  they  last  over  a 
year  and  over  several  designs,  but  the  recent  tendency 
of  legislation  limiting  profits  on  specific  contracts 
makes  it  nothing  but  suicide  for  the  industry  to  follow 
that . 

MR*  WARNER:  Of  course  the  workings  of  the  Vinson  Act 
would  make  that  impossible  in  the  way  of  large  business? 

MR.  WRIGHT:  Absolutely  impossible,  yes  sir*  Where- 
as the  Air  Corps  Aot  allows  an  audit  and  performance* 


If  you  make  an  excessive  profit  on  one  contract  and  had 
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an  excessively  low  profit  on  another  one,  the  two  might 

be  ba^anoed  within  the  public  interest,  if  the  public 

interest  would  not  be  violated,  if  the  firm  in  a total 

throughout  an  early  period  had  not  made  an  excessive 

profit.  Whereas,  the  Vinson  Bill  means  you  cannot 

V 

possibly  make  over  10  per  cent  profit  on  your  production 
order,  and  if,  at  the  same  time,  you  are  losing  50  per 
cent  cn  about  three  experimental  orders,  you  will  come  out 
in  the  red  in  the  final  analysis,  and  you  have  no  possible 
way  of  reotifying  it, 

ME*  WAENERs  Y0u  think  some  of  these  difficulties 
might  be  overcome  if  that  experimental  order  and  that  pro- 
duction order  oould  be  kept  closely  hitched  together? 

MR,  WRIGHT i Yes  sir. 

THE  CHAIRMANS  We  will  adjourn  until  3:30  o 5 clock 
this  afternoon,  Mr.  Wright  will  be  back,  please, 

(Whereupon,  at  1:00  o'clock  p.  m«,  a recess  was 
taken  to  3:30  o'clock  p.  m.) 

End  Shaw 
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2: 30  o 'clock  p.  m. 

STATEMENT  OF  MR,  T,  P,  WRIGHT 
MR.  WARNER:  Mr.  Wright,  you  have  spoken  as  though 
you  would  never  have  any  competitive  bidding  at  all  if  you 
had  to  make  a decision  on  Government  policy  in  procurement 
matters.  It  has  been  suggested  to  us  that  while  competi- 
tive bidding  may  be  meaningless  in  some  cases  and  definite- 
ly harmful  or  productive  of  delay  in  others,  in  those  in- 
stahoes  where  the  policy  has  been  the  one  you  recommend 
of  keeping  two  sources  of  supply  active,  and  where  there 
are  at  a given  moment  two  pursuit  or  attack  or  bombing 
planes  that  are  of  approximately  equal  merit,  there  is 
something  in  favor  of  fc'e-seiving  competitive  bids  on  those 
two  planes  as  a preparatory  measure  before  deciding  how 
many  ehould  be  bougferfc  of  each  type,  or  whether  the  order 
should  be  split  or  given  all  to  one  manufacturer  or  the 
other®  Does  it  seem  to  you  that  negotiation  is  still  ad~ 
vi sable  in  that  case? 

MR.  WRIGHT  S Yes  sir. 

MR*  WARNER?  You  think  that  the  Government  can  get  as 
good  a deal  and  as  much  information  at  as  fair  a price 
without  exclusive  invitations  to  bid  as  with  them? 

MR,  WRIGHT:  Yes  sir. 

MR,  WARNER:  On  the  fifth  page  of  your  brief  you 
have  mentioned  the  various  stages  through  which  a new 
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design  passes,  and  warned  against  what  you  speak  of  as 


jumping  over  any  one  of  them.  You  include  servioe  tests. 
Of  oourse,  you  are  naturally  interested  in  the  way  in 
which  a design  is  developed,  because  your  reputation  in 
the  long  run  depends  on  how  your  airplanes  perform  when 
they  get  out  into  the  service  in  quantity*  Does  it  seem 
to  you  dangerous  to  go  from  experimental  to  procurement 
in  substantial  quantity?  I believe  that  is  what  the  Navy 
does,  is  it  not? 

MR,  MIGHTS  The  Navy  has  considered  27  as  being  a 
service  test  quantity,  and  I would  place  that  as  about 
the  limit,  in  numbers  it  would  be, 

MR,  WARNER*  Is  that  the  maximum  of  the  Navy's  first 
procurement? 

MR,  WRIGHT:  They  have  gone  to  54, 

MR,  WARNER:  I had  the  impression  from  what  I heard 
the  other  day  that  their  present  polioy  was  to  give  what 
they  oall  an  accelerated  service  test  with  very  intensive 
flying  of  one  article,  and  in  the  meantime  to  negotiate 
a contract  with  the  design  built  under  that  contract  to 
be  modified  in  detail  as  may  seem  necessary  in  the  light 
of  the  conclusions  and  the  experience  gained  in  the 
aocelerated  test, 

MR*  WRIGHT:  With  one  exception  I believe  27  is  the 
quantity  they  have  always  gone  to,  and  that  one  exception 


;.  tuft  XX-"*  X 


: lGu[!Jl 


....  . . ;lo 

..  ■'  . * w : " v ...  • •:  ■ " , • • . V -’. 

- : .: ; r ...  •.  ...  ; r.  ■ ■ - ' i • ! 

rtf  ::  1 C ‘;j* 

' • : v:  ■ ■ ■ ••  : ■ • iCf.  '. , . ::  • - • . . 

;v“-  ' ■'  ■■■  v • 


. v - ■ zy\  - 
. j.  0 i k' q 


- »• // 


...  ;•  • V-  - ' J 

■ « * *>•  > • ..  ...•  .1  *v. ; / \ 'i • . 

• * *.  • •••■*  • . *y  ’•  ■ '»  • i ■ - * 


?)} 


u U O 


■ .5  '■ 


' or- I": ' 


. ■ ' • ■ A j '• 


• : ' ' ■ ' ' : 


• • • -•  ■ 

- a 

• • ' ‘ i - tr$  i ■' 


iHil  ! 


' 


*.'•••  ,•  ; ' "•*  * • 


rr 


■' ' £ •:*  J 

v7  s J 

■ ? V‘,  ; \ 

, .....  ..  ’ ’ 

t ■ ■ ( • 

..  : • 

• Vv  .?• 

. • 

■ y ■ : ■■ 

* ' 

■-  i 

: ' 

. .. 

■ ■ - '■  '.V  C-  ■ : 

i'  '■ ''  f ■■ 

■ J'  \ ’ 

iii#  W & 

■ ; ■ 

il 

e . : w ■ 

' - • 

■■  ■ ' jg  ■ 

■ y,  r 

j.’n.n 

jsiei  dMii  |o  ya'k'ii 

■ i 

ir-i  t. 

: 1 ;!r  ; a J 

ixigii  n 

• ‘■“i .: 

■ : V ' 

V 

f J ' i ' 1 ' 

A V f cl 

* * 

ff  ; 

‘ 

• 1 . 

■ . 

f.'y  ’ * • ■ ■ . . 

. . 

■ ' ;• 

& ; : t C Hi’* 

• ' 

■ . i . 

0 '■  . 

; 3 7 

. . ■ . ’ . fi  • 

they  went  to  54* 


3651 


39 


MR. 


WARMER : 


That 


production. 


comee  pretty  near  being  quantity 


MR«  WRIGHT?  That  is  quantity  production,,  Tumnt y~ 
s eigen  is  the  limit  of  service  test.  I feel  that  somewhere 
in  the  neighborhood  of  SO  is  a satisfactory  service  test, 
and  111  gives  a squad  of  18,  with  a few  spares. 

MR.  WARNER?  Despite  the  immense  length  of  time  that 
it  seems  to  take  them  to  develop  from  the  first  inspection 
of  a new  type  to  the  point  where  it  is  in  quantity  pro-* 
duct  ion,  you  think  it  is  not  advisable  to  try  to  shorten 
that  time  leaving  out  the  space  of  service  test,  and  you 
as  a manufacturer  and  designer  would  feel  uneasy  about  the 
reputation  of  your  own  product  if  it  were  to  be  shot 
immediately  into  large  scale  production  and  distribution? 

MR.  WRIGHT:  1 think  the  orderly  development  scheme 
is  to  be  preferred.  The  record,  it  seems  to  me,  is  abourfc 
even  on  it.  There  have  been  cases  where  the  Government 
has  been  a tremendous  loser  in  jumping  from  one  to  quantity. 
In  one  case  I have  in  mind  of  over  100  where  I think  they 
practically  wasted  their  money*  On  the  other  hand,  I 
have  alefo  in  mind  a recent  example  where  they  jumped  from 
one  to  quantity  and  it  was  very  successful.  It  is  very 
difficult  toweigh  the  risk  involved.  But  I think  as  a 
policy  an  orderly  development  is  usually  to  be  preferred* 
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MR,  LANE i How  long  would  that  service  test  last? 

MR.  WRIGHT:  I should  say  that  I®  planes  in  service  for 
six  months  would  be  sufficient  to  discover  all  of  the 
''bugs”,  as  we  call  them,  that  are  going  to  develop. 

MR#  LANE*.  Does  not  that  keep  the  Services  about  a 
year  to  18  months  behind  what  they  should  normally  be? 

MR.  WRIGHT : That  depends  on  whether  you  are  comparing 
it  with  the  cases  in  which,  when  jumping  from  one  to 
quantity,  they  have  been  successful  on  the  one  hand,  and 
the  other  case  where  they  have  gained  nothing,  and  there- 
fore they  are  behind  what  they  would  have  been  by  going 
ahead  with  this  method, 

MR.  WARNERs  I think  this  is  my  last  questions 

You  speak  of  the  work  of  the  National  Advisory 
Committee  for  Aeronautics  as  being  admirably  conceived,  and 
so  on.  You  are  intimately  familiar  with  the  state  of  de- 
velopment. Is  it  your  impression  that  it  would  be  advan- 
tageous to  the  country,  to  the  development  of  American  air- 
craft, and  to  the  Quality  of  aircraft  available  for  the  use 
of  the  Services  if  the  Advisory  Commit  teefe  scope  wore  to 
be  expanded  and  if  they  were  given  more  personnel  and  more 
money  to  work  with? 

MR.  iv RIGHT $ No,  I think  it  would  be  of  advantage  to 
extenod  their  scope  if  they  still  • — 


5s 


3653 

MR*  WARNER:  You  think  the  saturation  point  has  not 
been  reached  in  their  work  at  present? 

MR*  WRIGHT:  --if  they  still  kept  on  research  work. 
MR*  WARNER*  That  is  what  I meant, 

MR*  WRIGHT:  They  should  not  go  on  to  development 

work. 


MR,  WARNER?  You  do  not  believe  it  would  bre  advisable 
for  the  Advisory  Committee  to  undertake  the  responsibility 
of  fil’et  development  of  the  products  that  havs  no  military 
demand? 

MR.  WRIGHT:  No  sir,  I do  not, 

MR*  WARNER:  Of  course,  the  normal  thing  is  for  an 
Advisory  Committee  of  research,  when  it  has  reached  the 
point  of  being  ready  for  application,  to  be  given  that 
application  through  the  issuance  <5>f  an  experimental  con- 
tract by  the  Army  or  Navy, permit ting  some  manufacturer  to 
develop,  at  least  in  part  at  Government  expense,  a product 
containing  the  Advisory  Committee^  conclusions. 

In  the  case  of  commercial  aircraft,  no  one  has  the 
specif io  responsibility  for  doing  that  at  present,  and 
the  presumption  is  that  the  industry  will  carry  on  at  Its 
and  expense  with  such  development.  It  is  being 
suggested  that  somebody  connected  with  the  Government 
ought  to  have  the  job,  and  specifically  that  the  Alvisory 
Committee  iitself  might  be  assigned  that  responsibility. 
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MR.  WRIGHT:  I believe  the  benefits  to  the  country 
would  be  greater  to  restrict  the  Advisory  Committee  to 
research.  The  minute  they  interest  themselves  in  develop^ 
mant  work  they  will  dissipate  their  energies  so  much  that 
the  research,  whioh  cannot  be  obtained  anywhere  else,  on 
which  both  the  military  services  end  the  industry  must 
depend  on  the  Advisory  Committee,  would  then  diminish; 
whereas  development  work  can  be  done  by  the  industry*  I 
think  the  experience  of  the  last  three  years,  in  which  the 
industry  has  recognized  the  tremendously  valuable  work  that 
the  Advisory  Committee  is  doing,  demonstrates  that  the  in- 
dustry is  only  too  willing  to  send  representatives,  at 
frequent  intervals,  to  Langley  Field  to  acquire  the  latest 
information  and  to  apply  it. 

MR.  WARNER?  But  you  do  think  it  would  be  advantageous 
even  to  increase  beyond  the  present  limits  the  amount  of 
the  Advisory  Commit tee*s  research  work? 

MS®  WRIGHT:  Yes  sir,  I do®  I think  they  are  doing 
such  tremendously  valuable  work  that  it  cannot  help  but 
be  Sf  advantage. 

MR.  WARNER*  Do  you  feel  you  are  as  close  as  you  would 
like  to  be,  and  that  you  have  adequate  opportunity  for 
ooming  into  communion  with  the  Advisory  Committee rs  work? 

MR.  WRIGHT:  ^n  so  far  as  facilities  have  been  offered, 
I have  nothing  to  criticizo  there. 
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MR*  WARNER.!  Does  it  seem  to  you  there  ie  any  modi- 
fication of  mechanics  whereby  the  industry  would  before 
constantly  and  more  generally  informed  of  what  is  going 
on  at  Langley  Field  than  is  now  the  case? 

MR*  WRIGHT:  The  criticism  has  frequently  been  made 
that  their  reports  seem  to  take  an  unusual  length  of  time 
to  be  distributed.  On  the  other  hand.  I am  personally 
so  familiar  with  the  tremendous  problem  it  iB  to  issue 
a report  and  have  it  authoritative  that  I have  a tremendo’aa 
sympathy  for  them  individually*  The  staff  has  always  ex- 
pressed a willingness  for  either  myself  or  one  of  my 
engineers  to  go  down  there  and  discuss  a specific  problem 
when  it  arises*  So  that  I would  say  that  I have  nothing 
to  criticize  on  that. 

MR*  WARNER;  They  also  get  reports  out  more  promptly 
in  a confidential,  perhaps  incomplete  form,  which  ie 
available  to  you? 

MR.  WRIGHT:  Yes,  that  is  true,  and  that  has  been 
very  useful.  That  is  just  within  the  last  yrear,  That 
has  been  increased,  the  tendency  to  do  that, 

MR,  WARNER:  You  feel  that  has  largely  overcome  the 
objection  on  the  ground  of  delay? 

MR,  WRIGHT:  It  has  as  far  as  I am  personally  con- 
cerned. I think  it  will  come  out  all  right. 
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ME,  WARNER:  Thank  you,  Mr.  Wright, 

MR.  HUNS  AKER;  In  your  reply  to  Mr,  Warner,  you  did 
not  think  it  advisable  for  the  Advisory  Committee  to  place 
experimental  contracts  to  reduce  to  practioe  matters  that 
are  not  of  interest  to  the  Army  or  Navy,  Would  you  con- 
sider it  advisable  from  the  ultimate  viewpoint  of  industry 
for  the  Department  of  Commerce  to  undertake  that  placing 
of  experimental  contracts  to  reduce  to  practioe  inform- 
ation that  the  Advisory  Committee  might  obtain? 

MR,  WRIGHT:  I rather  feel  that  I would  answer  in  the 
negative,  that  I would  prefer  to  see  the  industry  carry 
on  the  reduction  to  practice  of  research  items  developed 
by  the  Advisory  Committee, 

MR.  HUH 8 AKER;  Are  you  in  favor  of  the  Department  of 
Commerce  undertaking  development  work  for  the  benefit  of 
commercial  users  of  aircraft? 

MR,  WEIGHT;  I am  afraid  I am  really  incompetent  to 
give  anything  useful  on  that,  I have  been  so  much  in 
military  aviation  that  I do  not  believe  I could  contribute 
on  that,  I mean,  to  know  my  own  mind  on  it,  I have  not 
thought  of  the  question.  If,  when  I am  sitting  down  here, 

I think  of  it,  I will  give  it  to  you, 

MR,  HUNSAKER;  If  there  be  any  market  for  airplanes 
for  the  private  flier,  who  ie  the  customer,  that  individual 
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io  not  going  to  undertake  development  work  at  his  expense. 
He  wants  to  buy  a perfeoted  airplane. 

MR.  WIGHT:  Does  not  that  put  the  Government  in  the 

business  of  planning  and  constructing  airplanes,  then? 

MR.  HUNSAKER:  Yes. 

MR.  WRIGHTS  To  sell  to  the  private  flier? 

MR.  HUNSAKERS  Hot  to  sell,  but  to  produce  models 
that  the  industry  might  manufacture,  experimental  models. 

MRo  WRIGHT:  Off  hand,  it  seems  like  the  reverse  of 
the  proper  policy#  I would  not  think  that  would  be  good. 

MR.  HU  NS  AKER:  You  would  not  think  it  was  a necessary 
function  of  the  Department  of  Commerce. - — 

MR.  WRIGHT:  No  sir. 

MR.  HUNSAZER:  *—  to  promote  aviation  under  the  Air 
Commerce  Act  —* 

MR.  'WRIGHT:  That  is  right. 

MR.  HUNS AKER:  To  maintain  a development  department? 

MR.  WIGHT:  Yes.  I agree  with  what  you  said.  I 

do  not  think  the  Department  should  maintain  a development 
department . 

MR.  HUNSAKER:  That  is  all  I have. 

MR.  WRIGHT:  I only  have  in  my  notes  here  one  other 

thing  that  I wanted  to  mention,  tart  is  the  need  for 
continuity  of  boards  of  officers  in  the  military  Services, 
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who  get  out  practice.!  requirements.  The  normal  shifting 
of  offioere  over  a three  year  period  has  resulted  in  the 
formation  of  a board  which  on  the  average  lasts  only  about 
a year  and  a half*  It  does  not  extend  through  a 
sufficiently  long  development  program,  but  what  new  materi- 
al comes  on  the  board  which  changes  its  mind,  and  there- 
fore does  not  permit  of  orderly  development.  I think 
that  some  recommendation  whioh  makes  the  tactical  boards 
more  permanent  in  character  is  in  order. 

MR.  LANE;  How  long  a period  do  you  think  the  officers 
should  be  attaohod  to  it? 

ME*  WRIGHT:  I think  if  they  were  attached  for  three 
years,  with  three  fourths  of  them  overy  three  years,  so 
that  there  would  always  be  a preponderance  of  officers 
who  had  at  least  two  years  baok  of  them  on  that  board,  it 
would  be  all  right . 

MR,  LANE:  Throe  quarters  of  them  every  three  years? 

MR,  WRIGHT:  I mean  if  they  are  staggered. 

MR,  LANE:  You  mean  if  they  could  have  a third  turn- 
over every  year? 

MR.  WRIGHT:  That  is  it  exactly,  instead  of,  I should 

say,  about  a Iwo  thirds  turnover  now. 

I think  that  is  all  that  I have. 


(Witness  Excused) 
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THE  CHAIRMAN?  Mr.  Vaughan. 
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STATEMENT  OF  MR,  GUY  WARNER  VAUGHAN 
PRESIDENT  OF  'WRIGHT  AERONAUTICAL  CORPORATION 

MR.  LANE:  Mr.  Vaughan,  for  the  purpose  of  our 

record,  may  we  have  your  past  ana  present  connection  with 
aeronautics? 

MR,  VAUGHAN;  In  1917  •—  incidentally,  I have  been 
connected  with  the  motor  end  of  the  automotive  industry 
ever  since  1900  — ■ in  1917,  I started  the  Wright~Mart in 
Company  in  New  Brunswick,  and  continued  with  them  unt£l 

our  oontraots  wore  completed  with  the  Navy  and  the  Army. 

I returned  to  it  in  1923,  having  continued  in  the  marine 
engine  business  or  the  motor  business  during  that  period. 
I have  been  with  t&em  ever  since,  with  the  Wright  Aero- 
nautical Corporation. 

Do  you  want  any  more  details  than  that? 

I might  say  I am  very  happy  to  have  this  opportunity 
and  want  to  be  as  constructive  as  possible  in  this  in- 
vestigation. 

I believe  you  all  have  a copy  of  these  (indicating 
bound  mimeographed  statements)*  I do  not  know  whether 
you  want  me  to  deal  with  this  in  high  lights  or  read  it 
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THE  CHAIRMANS  I think  you  might  go  over  it,  Mr 


Vaughan,  page  by  page,  with  high  lights,  developing  the 
main  features  of  your  brief, 

MR.  VAUGHAN?  All  right,  sir. 

First  of  all,  our  business  is  handicapped  by  severe 
fluctuations,,  X think  that  has  been  brought  out  before. 
But  the  engine  business  is,  I believe,  worse  than  the 
plane  business  in  that  respect,  generally  speaking.  It 
necessitates  a large  turn  over  of  skilled  labor  and 
periodio  training  of  new  men,  which  is  expensive.  The 
cause  for  it  is  largo,  infrequent  contracts  that  have 
nothing  to  do  with  season,  but  mo»'e  to  do  with  the  amount 
of  equipment  to  be  taken  care  of  at  the  particular  period, 
due  to  tl®  procurement  of  military  procurement  departments 
or  through  equipping  sonse  of  the  ma#or  airlines  here  or  in 
Europ  e. 

So  .that  the  three  points  in  this  particular  phase  of 
it  are: 

An  exceptionally  large  initial  investment  in  plant 
and  equipment,  peculiar  to  the  motor  business,  that  is  not 
peculiar  to  the  airplane  business^  large  current  investments 
in  engineering  development  expense,  first,  and  then  when 
you  expect  to  produce  an  engine,  tools,  jigs,  and  fixtures; 
anfl  a great  amount  of  elapsed  time  between  the  conception 
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of  the  engine  you  ore  cto  produce  and  the  time  that  you  at© 
actually  in  production. 

Any  questions  on  that? 

MR,  BERRES:  Mr,  Vaughan*  do  you  keep  the  addresses 

of  your  former  employees  whom  you  refer  to  as  highly 
skilled,  and  when  your  business  is  more  or  less  depressed 
and  yx>u  find  it  necessary  to  discharge  them,  do  you  attempt 
to  get  chem  back? 

M'lj  VAUGHANS  Yes,  we  do,  but  in  eight  cases  out  of 
ten,  they  have  gone  to  other  cities  and  are  in  jobs  at  the 
time  that  you  want  them  and  do  not  want  to  leave  them. 

We  keep  a very  accurate  record,  as  accurate  as  possible, 
and  a very  complete  employment  data  for  that  very  reason. 
The  results  are  better  than  they  would  fee  without  it,  but 
they  are  not  very  good  at  best. 

My  recommendations  are  a planned  program  on  the  part 
of  the  Government  and  a practical  method  of  allocation  of 
the  business  to  the  industry  which  would  result  in  more 
uniform  continuity  of  production  on  the  most  economical 
basis.  In  additon,  it  would  greatly  reduce  the  existing 
large  turn  over  of  labor  and  create  a more  stable,  useful 
source  of  supply  for  the  Government  in  procurement, 

design  and  patent  rights:  This  has  been  brought  out 

before,  but  there  has  been  the  continual  controversy  over 
the  design  and  patent  rights  for  several  years.  The 
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Government  is  essentially  interested  An  being  able  to  pro* 

* 

cure  equipment  at  reasonable  prices,  and  contends  from 
the  contractor  that  it  has  an  equity  in  the  business,  and 
therefore  should  own  the  design  and  patent  rights  at  the 
time  that  it  either  buys  the  article  itself  or  takes  a 
small  part  in  the  development  of  it  through  an  experinEent- 
al  contract. 

T 

“t  is  oftentimes  embarrassing,  because  we  do  not  know 
what  position  you  are  putting  yourself  in  when  you  sign  a 
contract*  Up  to  date  it  has  never  been  serious  in  the 
engine  business,  but  when  you  sign  your  name  to  something 
like  that,  you  do  it  with  a good  deal  of  misgiving.  You 
never  know  when  it  is  going  to  cause  you  a lot  of  embarr- 
assment . 

MR.  WARNERS  You  say  that  has  not  yet  had  any  actual 

effect  on  the  engine  business? 

MR.  VAUGMS  No,  it  has  not  affected  us  yet,  but  it 

is  in  the  contraote,  and  we  think  it  is  a little  extreme 
a 

and /very  unsound  thing  for  a contractor  to  sign  a contraot 
with  that  in  it.  But  he  has  no  alternative  at  all. 

We  p?  ooess  all  the  parts  of  our  engines  except  the 
accessories,  magnetos,  valves,  carburators,  and  thiings 
like  that e We  test  them  out  on  our  own  equipment,  our 

own  dynamometers,  with  our  own  engines,  which  is  a very 
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expensive  procedure*  We  collaborate  with  the  manu- 
facturers of  them,  W&eid  we  get  a perfect  magneto  or 

valve  or  carburetor,  we  do  not  consider  that  we  have  an 
in 

equity/or  own  any  of  his  patents.  It  would  be  a little 
outside  of  the  ordinary  business  procedure  to  demand 
that*  But  nevertheless  we  are  asked  to  do  it  by  our 
customers  in  the  Services,  We  think  that  is  a little 
strong  for  the  results  obtained. 

So  the  recommendations  are  that  the  Government 
Services  definitely  recognise  the  design  rights  of  the 
originator.  If  the  Government  fails  to  make  this  recog- 
nition, it  will  stifle  development  in  the  future.  By 

that  I mean  that  if  a fellow  feels  that  he  is  going,  by 
creating  something,  to  lose  all  right  and  title  to  it 
the  first  time  it  is  delivered,  he  is  going  to  fail  to 
create  it. 

We  recommend  tlie,t  patent  rights  be  recognized  by 
Government  Services  also,  that  uniform  patent  provisions 
hie  followed  in  formulating  Government  contracts,  I mean 
by  that  that  a fair  policy  be  sot  up  oo  that  contractors1 
rights  in  connection  with  patents  are  observed, 

^e  recommend  that  the  Government  bcoome  a party  to 

an  arbitration  organization  which  will  determine  a fair 
compensation  to  a contractor  for  the  adjudicated  and  un« 
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adjudicated  patent  rights*  X believe  it  is  the  only 

practical  solution  that  we  have  been  able  to  find  yet. 

MR,  WARNER;  You  moan  a cross-licensing  agreement 

within  the  engine  industry? 

MR*  VAUGHAN:  Either  the  oroes-li censing  or  a board 

set  up,  comprising  the  industry  and  the  Services,  and 

arbitration  board,  which  will  deal  with  each  patent  or 

a 

invention  as  it  comes  up  and  make/disposition  of  it  that 
is  faifi  to  the  Government  and  to  the  contractor*  I 
think  the  oross- licensing  agreement  will  work  out,  or 
ought > to  work  out  very  well,  — either  one  of  those  two 
methods* 

MR.  LANE:  Do  you  not  have  recourse  now  on  the 

patent  clauses  in  the  Court  of  Claims? 

MR,  BAUGH AN i Yes,  through  the  Court  of  Claims,  but 
that  is  a long  drawn-out  procedure,  very  expensive,  and 
in  the  meantime  the  damage  goes  on.  The  contractor 
really  does  not  get  very  much  out  of  it*  It  would  just 
as  soon  not  even  proceed  through  the  Court  of  Claims  *— 
more  or  less  hopeless.  In  addition  to  that,  I think 
our  contracts  with  the  Government  — we  cannot  sue  tho 
Government  under  the  contract  we  sign, 

MR,  LANES  Except  through  the  Court  of  Claims, 


MR,  VAUGHANS  .No,  because  we  sign  away  our  rights  at 
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MR*  LANE:  Under  the  Air  Corps  Act  you  are  given 

that  right,  are  you  not? 

MRv  VAUGHAN:  Yes,  if  the  Government  takes  it  away 

arbitrarily,  then  we  can  sue  through  the  Court  of  Claims, 
but  our  contracts  definitely  state  at  the  time  we  sign 
them  that  we  sign  away  all  our  right  and  title  to  the 
patents  or  invention,  or  whatever  it  might  be. 

MR.  LANE:  That  applies  as  far  as  the  United  8tates 

Government  is  concerned? 

MR.  VAUGHAN:  Yes^  that  is  right. 

MR.  LANE:  B^t  not  so  far  as  the  commercial  use  is 

concerned? 

MR,  VAUGHAN:  No*  We  have  our  own  recourse  in  the 

civil  courts  for  that*  You  mean  commercial  infringements? 

MR,  LANES  Is  it  your  contention  that  the  Government 
under  existing  contracts  has  no  interest  in  any  patent 
or  design  right,  even  though  it  pays,  say,  a proportion 
of  the  expense  of  the  development  costs,  of  the  experiment- 
al COBtS? 

MR,  VAUGHAN:  It  is  my  idea  that  it  has  none  as  long 

as  the  contractor  is  fair  about  his  disposition  of  that 
patent . 

MR.  LANE:  Is  not  that  the  reason  that  the  Govern- 
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menfe  ham  assumed  this  right  in  certain  instances  in  the 
past,  in  order  to  he  sure  that  the  contractor  will  he 
fair? 

MR,  VAUGHANS  Ho,  He  has  other  methods  of  doing 
it  than  that  0 In  my  opinion,  it  is  all  right  as  long 
as  certain  Government  officers  are  in  office*  We  know 
thfet  we  have  nothing  to  fear  from  arbitrary  or  other 
methods.  But  every  two  or  three  years  they  change,  and 
we  have  no  idea  of  what  the  next  man  is  going  to  do. 

He  can  take  advantage  of  a very  definite  statement  that 
we  have  made  and  signed,  to  the  effect  that  it  all  belongs 
to  him,  I do  not  see  how  the  fact  that  he  takes  a small 
part  in  the  development  of  it,  or  even  a half  portion 
of  the  development  of  it,  would  entitle  him  to  the  rights 
under  the  license  or  the  patent  or  whatever  it  might  he. 

MR,  LANE:  Would  it  he  satisfactory  from  the  in- 

dustry^ point  of  view  if  in  place  of  this  present  clause 
in  the  contract,  a substitution  was  made  whereby  the 
Government  had  the  option  of  buying  those  patents  or 
rights,  the  shop  rights  for  those  patents  and  developments 
and  designs,  at  a fixed  price  in  event  that  they  could 
not  in  the  future  get  fair  treatment  from  the  contractor? 

MR,  VAUGHAN?  I do  not  think  that  would  he  fair,  be- 
cause the  Government  or  the  contractor  would  lose,  de~ 
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pending  upon  the  production  that  was  made  of  the  device, 

I think  it  might  he  better  handled  on  a royalty  basis 
than  an  outright  sum,  as  the  Government  would  take  over 
the  patents  and  grant  them  a sub-license,  or  if  they  made 
the  article  themselves  they  would  do  it  on  a direct 
royalty  basis  with  the  oontr actor, 

ME,  LANE:  A direct  royalty  basis  on  the  cost  of  the 
patent,  or  •— * 


MR,  VAUGHAN:  The  cost  of  the  article. 

MR,  LANES  — * or  manufacturing  cost  of  the  article, 

MR t VAUGHAN 5 Yes,  on  the  usual  basis  that  royalties 
are  paid, 

MR,  LANE:  Is  it  not  customary  iin  industry  where  de- 
velopment is  carried  on  at  the  expense  of  some  other 
corporation  or  individual  for  that  corporation  br  indi- 
vidual tirto supplies  the  development  money  to  have  some 
right  in  any  patent  or  process  developed  with  his  money? 

MR,  VAUGHAN:  No  air,  I do  not  think  so.  I think 

that  all  articles  are  developed  in  engineering  laboratories 
from  the  revenue  derived  from  current  business. 

MR,  LANE;  That  is  not  what  I am  speaking  of.  If 
you  as  a manufacturer  go  to  a laboratory  or  to  another 
manufacturer  and  advance  him  money  for  the  purpose  of  de- 
veloping a specific  article,  in  the  absence  of  contract 
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do  you  not  at  law  obtain  some  right  to  this  development? 

MR,  VAUGHAN!  I do  not  believe  so  unless  there  is  a 
written  agreement  to  that  effect,  I do  not  know.  That 
is  a legal  matter®  Mr*  Hotchkiss  can  tell  us  that, 

MR,  HOTCHKISS:  I do  not  want  to  answer  for  the 

book,  as  I am  not  prepared,  but  normally  in  that  case  you 
cover  the  matter  by  contract;  but  your  question  is,  assum- 
ing you  do  not  have  one,  is  there  an  implied  contract? 

MR,  LANE:  Is  there  any  implied  contraot  for  some 

interest  to  the  financier? 

MR..  H9TCHKI8S:  I should  be  inclined  to  say  there 

was,  yes.  That  would  be  my  idea, 

MR#  LANE:  It  would  be  determined,  though,  by  the 
oourt  as  to  what  his  interest  ^consisted  of,  whether  it 
was  a half  or  a whole  or  a quarter? 

MR,  HOTCHKISS:  It  would  be  determined  more  with 

reference  to  the  nature  of  the  right,  I should  say,  as  to 
whether  it  was  a shop  right  or  a right  to  eub-lioense,  or 
what, 

MR#  LANE:  Yes, 

HBL#  HOTCHKISS:  You  are  in  a difficult  situation 

in  a case  of  that  sort,  I do  not  know.  You  have  that 
more  frequently  when  you  have  a question  of  an  employee 
ooming  innthere.  You  have  6ome  account  ability  there# 

Of  course,  there  are  statutes  that  change  It, 
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dO  not  know*  I would  be  inclined  tc  say  that  in  the 
case  you  put  they  would  give  some  rights  to  the  advancer 
of  the  moneys* 

MR*  WARMER;  It  might  be  well  to  interpolate  at  this 
time  in  connection  with  your  opinion,  Mr.  Hotchkiss,  that 
some  of  the  Government  officials  have  suggested  that  the 
present  patent  laws  do  nothing  more  than  deolare  a right 
which  would  exist  in  any  case,  that  even  if  that  patent 
clause  were  not  there  they  would  have  all  of  the  privi- 
leges that  the  patent  clause  conveys,  under  the  implied 
contract  you  have  mentioned* 

MR*  HOTCHKISS;  My  answer  to  that  would  be  that,  of 
course,  under  an  implied  contraot  you  would  have  to  have 

the  facts  in  the  supposititious  ease,  and  the  industry 
are  not  entirely  in  agreement  with  the  Services  in  every 

case.  The  financing  of  the  motor  covered  by  the  patents 
was  done  by  the  Government*  1 think  there  is  the  dis- 
tinction* You  can  take  a selected  case  and  it  might  fit 
the  hypothesis,  but  in  many  oases  it  is  submitted  that  it 
does  not, 

MR*  WARMER;  While  we  are  on  the  subject,  we  might 
mention  also  by  way  of  leading  to  a fuller  development  of 
your  argument  that  this  same,  analogy  that  Mr.  Hotchkiss 


mentioned  between  i;he  corporation  doing  a piece  of  de- 
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velopment  work  for  the  Government  and  the  individual  doing 
a piece  of  work  for  the  corporation  is  made  also  by  the 
Government  officials*  They  suggest  that  the  typical  air- 
craft  or  aircraft  engine  company  is  exactly  in  the  position 
with  respect  to  the  Government  that  one  of  your  companies  * 
employees  is  put  into  with  respect  to  the  company  itself; 
and  that  as  you  ordinarily  expect  to  receive  the  full  bene- 
fit of  all  the  work  done  by  your  employees  who  receive  a 
salary  from  you,  so  you,  whose  full  expenses  are  paid  — 

1 am  still  quoting  the  Government  officials  — whose  full 
expenses  are  paid  from  year  to  year  by  the  Government, 
should  expect  to  give  them  the  full  benefit  of  anything 
you  discover* 

MRo  VAUGHANS  It  is  not  our  intention  to  keep  from 
giving  'this  Government  the  benefit  of  what  we  discover. 

In  the  first  place,  the  portion  of  actual  development  ex- 
pense to  the  total  amount  necessary  to  develop  the  article 
is  very  small,  in  the  oase  of  the  Government,  On  the  other 
hand,  we  are  perfectly  willing,  as  a matter  of  fact,  that 
is  our  business,  to  develop  things  that  will  interest  the 
Government  and  that  they  will  purchase  as  a result  of  their 
interest©  So  that  we  want  the  Government  to  have  every- 
thing that  we  can  develop  from  the  design  or  a patent  right 


point  of  view. 


But  we  do  not  feel  that  after  having  de- 
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v eloped  it  the  Government  should  come  in  and  take  it  away? 
from  us  and  give  it  to  our  competitor,  which  is  perfectly 
possible,  after  our  having  spent  a.  great  deal  of  money  in 
developing  it,  without  getting  any  return  on  that  invest** 
mentj  and  the  fellow  who  did  not  spedd  a cent  on  it  could 
go  right  into  production  and  produce  it  to  his  benefit. 
That  is  what  could  happen  under  the  existing  clauses  in 
the  Navy  contracts.  It  has  never  happened,  but  that  is 
because  of  the  attitude  of  the  particular . off icers  who  are 
in  charge  of  the  procurement  in  the  Bureau  of  Aeronautics 
at  the  time#  It  is  not  because  they  are  not  able  to  do 
it,  from  what  we  have  signed, 

MR,  WARNER?  You  dissent  from  the  idea  that  the 
Government  pays  directly  the  oost  of  this  development , 
and  that  while  they  may  pay  it  indirectly,  you  feel  in 
every  development  there  has  been  a certain  proportion  of 
expenditure  that,  if  you  had  elected  to  remain  aloof  from 
that  particular  line  of  work,  might  have  remained  as  money 
in  the  bank  to  your  credit;  but  that  you  have  actually 
elected  to  put  that  money  into  development  beyond  what  the 
Government  is  paying  for  the  ordinary  job  going  on. 

MR,  VAUGHAN;  Yes. 

MR.  WARNER;  You  should  therefore  get  some  payment 
for  it  as  against  your  competitor. 
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MR#  VAUGHAN#  We  would  have  to  put  money  in  it  to 
deliver  it  to  the  Government. 

MR.'*  WARNER;  You  would  have  to  put  money  of  your  own, 

MRt  VAUGHAN;  We  would  have  to  put  money  in  that  we 

received, 

MR,  WARNER;  The  simplified  form  of  Government  argu- 
ment on  this  point,  as  I understand  it,  is  that  here  is  a 
development  that  was  a development  of  a particular  piece 
of  work;  that  was  covered  by  contract,  and  the  Government 
pays  for  the  contract  everything  dong  in  connection 

with  it#  But  I understand  that  you  feel  that  your  own 

money  goes  into  that  in  every  case  beyond  the  payment  by 
the  Government, 

MR,  VAUGHAN;  Far  beyona  the  payment  by  the  Govern- 
ment . 

MR,  LANE;  In  actual  cash  outlay  or  in  experience? 

MR.  VAUGHAN;  In  cash  outlay.  The  cash  put  into  a 
development  is  far  beyond  that  contracted  for  by  the 
Government.  The  Government  is  of  assistance  to  us  in 
completing  experimental  contracts#  They  oah  be  of  assist- 
ance by  direct  contract,  with  cash  of  whatever  amount  they 
have  available,  or  they  can  do  it  by  procurement  in  per- 
mitting us  a price  that  will  permit  of  engineering  develop- 
ment, That  is  by  far  the  soundest  way  to  do  it  in  the 
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MR.  LME : Who  sets  that  price,  the  Government  or  — 

MR*  VAUGHAN s How  much  they  will  give  us? 

MR,  LANE;  Yes. 

MR.  VAUGHAN:  The  Government.  They  have  certain 
funis  available#  They  have  two  or  three  contractors. 

They  have  experimental  funis.  They  believe  that  this 
contractor  can  ievelop  a certain  article  ani  they  believe 
this  one  can  ievelop  something.  She  ievelopment  cost  of 
which  is  far  beyond  what  they  have,  but  they  give  him  a 
contract  ani  it  is  of  assistance  to  the  contractor.  There 
is  no  question  about  it, 

MR*  LANE;  It  does  not  affect  him,  though.  He  sets 
his  own  price.  He  accepts  what  the  Government  is  willing 
to  offer  him  for  that  specific  pieco  of  ievelopment, 

MR.  VAUGHAi- ; No.  The  contractor  sets  his  own  price 
arbitrarily*  We  charge  so  much  for  irawings  ani  so  much 
for  a 50~hour  test,  knowing  that  all  of  that  is  going  to 
cost  consiierably  more  than  the  price  we  set.  It  is  very 
definitely  obvious  when  you  take  an  experimental  contract 
that  you  cannot  get  through  the  various  steps  for  the 
amount  of  money  that  the  Government  has  to  give  you.  But 
it  is  of  assistance  to  us,  no  doubt,  because  our  pro- 
duction quantities  are  low,  the  margin  of  profit  is  small, 
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and  really  our  big  interest  is  in  development.  If  we  do 
not  have  development  we  cannot  go  anywhere s and  cannot  do 
anything.  Everything  we  do  is  toward  development.  That 
ie  the  major  spirit  of  the  whole  outfit. 

MR.  LANE:  In  effect > however,  you  do  fix  your  own 
price  by  accepting  whatever  the  Government  has  to  offer. 
From  a practical  point  of  view,  if  you  were  not  dealing 
with  the  Federal  Government,  but  were  dealing  with  an 
individual  government,  you  would  te  in  effect  accepting  a 
contract  with  him  at  his  price  which  was  satisfactory  to 
you  from  the  very  fact  you  signed  the  contract, 

MR.  VAUGHAN:  In  the  first  place,  we  would  go  ahead 
with  the  development  anyway  if  we  had  the  money  from  any 
source  we  could  get  it,  whether  it  be  in  stockholders1 
money  or  whether  it  be  from  revenue,  from  foreign  business 
or  whatever  it  ie.  We  have  to  develop  a new  engine.  We 
have  to  develop  an  engine  that  the  Navy  and  the  Army  "both 
want,  because  that  is  the  backbone  of  our  business,  when 
all  is  said  and  done,,  So  that  whether  or  not  the  Navy 
or  the  Army  give  us  some  money  to  develop  it,  we  would 
go  ahead  in  any  event*  If  they  can  contribute,  the 
question  is  how  much.  They  have  got  to  have  something 
to  deliver*  If  they  have  $50,000  and  they  want  a 1,000 


horsepower  engine  through  a SO-hour  test  to  show  them  their 
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$■50,000,  w 9 distribute  that  first  to  study,  lay-outs,  com- 
pleted specifications  assembling  the  engine,  and  passing 
the  test.  We  know  very  well  that  it  is  almost  as  much 
tc  build  one  of  those  engines,  just  to  make  it  by  hand, 
the  first  engine,  without  any  \etud  ies,  without  any  lay- 
outs, or  anything  elscc  Given  all  that,  it  costs  almost 
that  to  build  an  experimental  engine. 

But  it  is  a contribution  to  each  one  of  the  steps.  • 
They  have  to  have  five  steps  or  they  cannot  give  you  a 
contract.  They  cannot  give  you  a contract  for  a lot  of 
drawings. 

MR,  LANE:  I was  just  wondering  in  my  own  mind  if 

there  was  any  difference  in  the  way  in  which  you  would 
attempt  to  do  business  with  the  Government  and  the  way  you 
would  do  with  a private  company,  a transport  company. 

MR.  VAUGHAN;  The  transport  company,  we  build  them 
an  engine  and  submit  it  to  them.  If  they  like  itfc  they  will 
buy  it;  if  they  do  not  like  it,  they  will  buy  from  a com- 
petitor. 

J. 

MR.  LANE:  Suppose  a transport  company  bcame  to  you 

and  said,  nfe  have  #100,000,  with  which  we  are  interested 
in  developing  a particular  type  of  motor,  and  we  are  going 
to  |my  so  many  hundred  of  them  over  a period  of  years. 


One  of  the  considerations  will  be  we  will  have  the  right 
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to  reproduce  that  motor  at  some  later  date  if  we  do  not 
think  your  price  for  the  same  motor  is  fair,” 

Would  you  feel  they  were  driving  a hard  bargain? 

Would  you  accept  that? 

MR.  VAUGHAN:  I would  not  accept  that. 

MR. LANE:  Then  why  do  you  accept  the  Governmen^one? 

MR,  VAUGHANi  Because  the  Government  is  our  customer. 
The  business  they  give  us  i s the  backbone  of  our  business. 

We  cooperate  with  them  because  everything  that  they  have 
ever  developed  is  in  a great  measure  adaptable  to  commerci- 
al service,  and  we  do  not  want  to  get  into  the  smaller, 
or  even  the  larger  commercial  engines  that  are  not  suitable 
for  military  work.,  So  that  when  we  start  the  development 
of  an  engine,  it  is  started  with  che  Army  or  the  Navy,  or 
both. 

MR.  LANE:  Yes,  but  suppose  the  tables  were  reversed 

and  the  Government  was  the  smaller  customer.  Would  you 

accept  the  same  contract  from  him? 

MR.  VAUGHAN:  I do  not  see  why  not,  if  the  tables  were 

reversed*  We  would  prefer,  however,  if  we  could  talk 

him  into  it,  to  have  him  just  tell  us  that  he  wanted  a 

in 

certain  engine  and/ceitain  volumes.  We  would  go  ahead 
and  develop  it  and  then  sell  it  to  him  at  a price  that  would 
admit  of  continuation  of  development  of  either  that  engine 
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or  others*  In  other  words , what  we  are  after  is  to  get 
development  money  from  our  regular  income  on  sales  at 
prices  that  will  permit  of  intensive  development,  because 
we  want  to  lead  in  our  field. 

We  oould  stop  development  tomorrow  and  probably  put 
a lot  of  money  in  the  banks,  but  in  three  years  from  now 
w6  would  be  out  of  business;  whereas,  if  we  had  more  money 
to  spend  for  development  from  tomorrow  on,  we  could  in 
three  years  be  way  out  ahead  of  everybody. 

MR.  LANE:  I quite  agree  with  you  to  a certain  ex- 

tent,  but  1 am  not  sure  as  to  how  the  Government  *a  inter- 
est in  the  $80,000  or  $100 , 000  that  it  spends  in  develop- 
ment cost  can  be  protected  unless  it  does  have  some  re- 
production rights.  Supposing  you  develop  an  engine  wht&h 
is  far  superior.  Suppose  the  Government  pays  50  per  cent 
of  the  development  cost , and  that  engine  is  far  superior 
to  anything  which  the  Government  has  available,  and  the 
Government  makes  plane  to  use  it.  In  a few  years  later 
your  corporation  oomea  along,  or  a year  later  or  six  months 
later,  and  says  the  price  Us  now  500  per  cent  above  what 
it  was.  What  is  the  Government *s  answer? 

MR.  VAUGHAN:  The  Government  fs  answefi  would  be  — 

MR.  LANE:  To  change  their  program? 

MR.  VAUGHAN:  " No.  The  Government  *s  answer  would  be, 
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lfWe  will  then  take  it  ever  on  the  loyalty  basis  in  accord- 
ance with  our  contract , and  pay  you  so  much  royalty,  or 
have  the  contractor  that  does  this  job  agree  to  pay  you 
so  much  royalty  per  engine. 11 

MR.  LANE:  How  much  would  be  reasonable? 

MR.  VAUGHAN;  2five  per  cent  normally  of  the  net  sales 
price  is  a reasonable  loyalty.  That  is,  for  all  the 
royalty  agreements  that  I know  of.  I do  not  think  it 
would  do  very  well  on  engines,  but  that  is  about  what  they 
get,  between  5 and  10  per  cent,  depending  on  the  nature 
of  the  article. 

MR.  LANE:  A little  while  ago  3 per  cent  of  the  manu- 
facturer ls  cost  was  mentioned. 

MR.  VAUGHAN;  Three  per  cent  of  the  manufacturer^ 

cost? 

MR.  LANE:  Yes. 

MR.  VAUCHAN:  The  royalty  agreements  we  have  on  our 
license  agreements  are  5 per  cent  of  the  net  sales  plus 
so  mudh  a year  for  serviees,  varying,  Spending  on  the 
number  of  engines  we  care  to  build  and  what  service  we 
render, 

I was  just  going  to  add,  it  might  bettor  be  on  the 


sales  prioes  rather  than  cost,  because  sometimes  engines 
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cost  a great  deal  more  than  you  get  for  them,  and  the 
royalty  might  be  up.  That  is  just  a thought,  though. 

Engineerings  The  product  is  complex,  as  we  all  know; 
it  has  a very  low  specific  weight.  It  is  very  hazardous. 
We  often  turn  out  50  to  100  engines,  something  suddenly 
develops  that  Has  not  developed  in  the  tests,  and  it  is 
very  expensive  not  only  to  engineer  but  vt©  make  repairs, 
to  replace  the  parts  with  parte  that  do  give  the  service. 

It  is  a hazardous  and  costly  undertaking  to  develop  a new 
engine^ 

From  two  to  four  years  of  research  are  taken  up* 

There  are  two  years  in  producing  the  pro to^^pps engine 
through  even  the  first  test , That  is  a normal  time*  and 
four  years  is  the  maximum  time,  depending  on  the  diffi- 
culties experienced, 

development  work  is  continued  after  the  engine  is 
released  to  production  on  an  intensive  basis.  That  is  in 
order  to  get  more  horsepower  to  the  same  engine,  by  speed- 
ing it  up  or  by  increasing  the  brakeomct er  effective 
pressure,  also  to  make  it  more  reliable  as  experience  in 
the  field  goes  on. 

It  costs  on  one  model,  that  is, large  horsepower 
models,  from  $150,000  to  $300,000  a year.  Our  Cyclone 
engine  is  a little  better  than  four  years  old  now,  and  our 
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engineering  account  or  expense,  which  is  in  engineering, 
not  in  field  service  correcting  it,  but  in  engineering 
service  alone,  is  close  to  a million  and  a half  or  just  a 
little  over  it  right  now.  That  will  give  you  some  idea 
of  what  it  means  to  develop  one  engine.  When  you  say  you 
put  $100,000  in  the  development  of  an  engine,  and  then  own 
all  of  the  ideas  in  it  bag  and  baggage,  we  do  not  think 
that  is  fair* 

MR,  HUNS AKERi  How  much  of  the  Cyclone  development 

could  be  claimed  by  the  Government:? 

MR,  VAUGHAN.  You  mean  on  direct  contracts?  I really 

do  not  know,  I would  have  to  give  you  a figure  from  gug©g 

work,  but  I do  not  know  what  this  million  and  a h-Ulf  is 

arc 

all  our  expense.  If  there/any  Government  contracts,  they 
are  in  addition  to  this. 

MR.  HUN8AKER:  Oh,  they  are  not  subtracted  from  the 
million  and  a half? 

MR,  VAUGHAN:  None  of  the  million  and  a half  is 

Government  money.  We  do  not  charge  that  up  against 
engineering.  We  get  that  and  enter  it  as  a sale. 

is  not  an  engineering  expense.  8o  that  whatever  figures 
we  have  are  exclusive  of  Government  contraots, 

MR,  WARNER:  This  has  to  be  charged  entirely  against 


production  contracts? 
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The  way  we  do  that  is  to  set  up  a 


contraot  for,  we  will  say,  $100,000  on  the  3130  ~~  that 
ie  a 1,000  horsepower  engine.  Wq  get  $10,000  When  the 
drawings  sre  done,  so  we  credit  the  engineering  account 
which  is,  we  will  say,  charged  with  $15 ,000  or  $12,000. 

We  credit  it  with  the  $10,000.  Then  when  we  get  to  the 
next  stage,  that  has  oost  $15,000  and  we  may  get  $5,000 
out  of  it.  We  credit  it  with  the  $5,000  as  a sale  against 
the  cost,  and  a loss  on  the  sale. 

M.R*  WARNER:  I did  not  mean  that  you  have  to  charge 

it  against  any bp articular  contract,  but  in  the  long  run  it 
has  to  come  out  of  production  profits  in  order  that  you  may 
keep  on  going? 

MR.  VAUGHAN:  Oh,  yes.  That  is  where  we  really  do  the 
whole  thing,  on  production  profits. 

This  other  contribution,  whilo  it  is  very  welcome 
and  I am  not  belittling  it  at  all;  we  are  very  glad  to  get 
it  because  of  the  fact  wo  do  not  get  enough  for  the  engines, 
and  we  like  to  see  $100,000  put  in  beo&use  it  lets  ue  speed 
up  our  development  program  considerably  over  what  we  would 
be  able  to  otherwise* 

We  are  vitally  interested  in  the  creation  of  new 

to  meet  foreign  competition.  This  point  is  important 
because  of  the  possibility  of  the  Government  being  forced. 
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under  existing  laws,  to  purchase  designs  and  put  them  out 
on  open  competition.  We  cannot  sell  designs  at  a profit 
because  even  a very  large  percentage  of  apparent  profit  on 
the  sale  of  a design,  as  such,  would  not  compensate  us  to 
any  appreciable  extent  for  the  loss  of  production  which 
current ly*  in  turn,  is  supporting  engineering  development 
for  future  pToduotion.  * 

That  is  the  point  I think  of  now,  that  rather  depend 
on  experimental  contracts,  we  think  it  is  a good  deal 
sounder  to  have  your  engine ering  development  expense 
charged  against  your  current  shipments  and  your  operating 
statements  month  by  month,  instead  of  attempting  to  get 
experimental  contracts  and  get  speeded  up  on  something  and 
the  money  run  out  and  you  have  to  stop,  or  by  amortization 
of  development  expense  and  capitalizing  it  to  write  boff 
on  a contract  against  an  engine,  when  there  is  no  assur- 
ance whatever  that  you  will  ever  build  that  engine  in  pro- 
duction. It  is  a speculative  gamble.  And  if  you  capital- 
ize a million  dollars  on  development  and  find  that  you  are 
not  going  to  produce  the  engine,  it  is  pretty  hard  to  write 
that  million  off  anywhere. 

We  are  not  in  a position  to  enter  into  cutthroat 
competition  with  those  companies  which  do  not  carry  on 
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an  intensive  development  program  or  are  not  adequately 
equipped  to  manufacture  motors  to  meet  Government  require*- 
m ent  s « 

Our  business  is  highly  technical  and  has  developed  a 
technique  of  its  owh  which  cannot  be  copied  or  iep&@duood 
quiokly.  We  are  primarily  intbiresied  in  maintaining  a 
factory  which  includes  an  adequate  engineering  staff  and 
trained  personnel  so  that  in  case  of  emergency  this  plant 
can  quickly  expand  to  meet  the  demands  that  an  emergency 
creates. 

If  you  do  not  mind,  T would  like  to  bring  a point  out 
that  was  disoussed  previously,  as  to  whether  having  large 
sources  of  supply  or  50  small  ones  were  better.  It  is  my 
opinion  that  the  maintenance,  if  you  are  going  to  main- 
tain  these  units,  the  maintenance  of  50  engineering  depart- 
ments all  on  a development  basis  -*«  and  they  would  have 
to  be,  or  your  plant  would  not  produce  anything  thstb  would 
be  worth  while  — would  be  a very  elaborate  and  very  ex- 
pensive set-up.  * It  would  be  much  easier  to  take  the 
number  of  engines  from  two  plants  that  cover  the  whole 
field,  deliver  specifications  to  another  plant  and  produce 
that  engine  or  parts  of  it,  and  have  them  all  assembled  in 
one  large  plant  under  a trained  corps  of  men.  Produce 
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t he  'p.art s outside  that  were  developed  in  one  or  two  plants; 
two,  because  you  want  two  sources  of  supply,  I do  not 
think  there  is  any  question  about  it.  If  there  is  any 
question  * — ■ 

MR.  BERRES:  Why  do  you  want  two  sources  of  supply? 

MR.  VAUGHAN:  To  keep  competition,  both  in  price  and 


development, 

.MR,  BERRES:  Does  that  insure  that? 

MR.  VAUGHAN;  I think  it  insures  it,  if  you  have  two 
good  sources,  two  sources  that  are  capable. 

MR.  BERRES:  But  is  it  not  a fact  that  the  Govern^ 

ment  has  had  some  such  experience?  I can  recall  during  tn 
war  where  they  had  two  sources  of  supply,  and  ultimately 
when  the  Government  received  bids  from  the  cwo,  the  bids 
were  identical;  and  after  a while,  after  much  argument, 
they  claimed  that  they  could  not  produce  the  particular 
article  at  any  lesser  rate.  The  particular  department 
of  the  Government  affected  went  to  Congress  and  got  an 
appropriation  of  a million  dollars  and  started  to  build  a 
plant,  and  immediately  the  prioe  of  this  particular  article 
was  reduced.  So  the  faot  that  you  have  two  or  more  does 
not  preclude  collusion  or  conspiracy, 

MR.  VAUGHAN:  No,  it  does  not,  but  I said  reliable. 


In  addition  to  that,  you  have  the  protection  of  the 
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Government  audit  to  determine  definitely  on  a standardized 

cost  basis  just  what  the  coats  of  these  articles  are*  The 
Government  has  every  right  to  demand  a price  that  is  fair 
to  the  contractor,  regardless  of  what  the  contractor  thinks 
hie  price  ought  to  be.  I think  the  Government  is  wholly 
protected  on  that.  If  one  of  these  concerns  is  inclined 

not  to  play  ball,  or  two  of  them  are  inclined  to  get  to- 
gether and  collude  against  the  Government,  the  Government 
has  every  protection  they  could  possibly  have, 

MRe  BERRES;  I was  wondering  why  reference  has  been 
made  several  times  to  two*  Why  not  four? 

MR.  VAUGHAN 5 I do  not  think  you  can  support  four. 

It  is  pretty  difficult  for  two  to  get  along  today*  If 
you  had  the  production  that  would  support  four,  I would  say 
four.  If  you  had  the  requirements  to  support  six,  I would 
say  six.  Hut  you  cannot  support  two  today,  sir.  I do 
not  know  how  we  would  support  four* 

MR*  BERRES ; If  you  had  four,  withd  the  production  that 
is  now  possible,  would  it  not  finally  become  the  survival 
of  the  fittest,  as  it  usually  does  in  everything? 

MR*  VAUGHAN?  Yes,  sure. 

MR,  BERRES;  Is  not  that  good  at  times,  to  have  that 
kind  of  competition? 

MR.  VAUGHM:  I think  it  is,  yes,  but  I do  not  think 

it  is  good  to  spread  out  such  requirements  as  you  have  so 
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thin  that  nobody  can  do  anything.  If  we  do  not  develop  — 
and  I go  back  to  development;  you  will  probably  get  tired 
of  hearing  it  before  I am  through  - — - but  if  you  do  not 
have  some  development  you  cannpt  progress , And  develop- 
ment is  very  expensive,  particularly  in  this  business. 

The  ratio  of  expense  is  very  great.  It  runs  between  10 
and  15  per  cent  of  our  salesc  Now,  if  you  have  enough 
business  to  support  four,  by  all  means,  I would  recommend 
four.  Eut  I think  you  have  to  consider  how  the  fellows 
are  going  to  get  along  if  you  do  multiply  them,  if  you 
have  more  sources, 

MR.  BERRES:  I am  just  wondering,  getting  back  to  the 

naval  aircraft  factory,  about  the  fact  that  every  one  seems 
to  be  opposed  to  that  in  any  way  competing  with  private 
industry.  If  you  think  of  unemployment,  what  do  we  gain 
if  we  clo s e che  naval  aircraft  factory  and  give  all  of  the 
work  that  they  are  now  doing  to  piivate  industry? 

MR.  VAUGHANS  I am  sure  you  would  have  the  same  em- 
ployment, approximately  the  same. 

MR.  BERRES:  And  the  Government  would  have  a tre- 

mendous investment  there,  doing  what? 

MR.  VAUGHAN:  They  have  not  invested  in  the  plant  yet, 

but  you  mean  if  they  had  put  a plant  up? 

MR.  BERRES:  They  have  a lot  of  money  over  there  in 
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Philadelphia  that  they  put  up  during  the  war* 

MR.  VAUGHANs  In  the  Naval  Aircraft  Ac b , you  mean? 

MR.  BERRES i Yes. 

MR.  VAUGHANS  That  is  pretty  well  in  use.  I do  not 
know  about  all  of  it.  I have  been  through  quite  a lot  of 
it.  They  use  it  to  overhaul  engines,  and  they  have  a 
large  laboratory  for  developing  prototype  and  other  engines 
and  accessories,  and  a very  efficient  engineering  staff  for 
that  purpose.  It  is  pretty  well  in  use  at  this  time.  I 
do  not  know  just  what  the  present  statue  of  it  is,  but  I 
speak  from  four  or  five  months  ago,  in  the  summer.  They 
certainly  cannot  produce  any  quantity  of  engines  or  air-* 
planes  in  it  without  expanding  it  considerably. 

MR,  BERRES:  I do  not  know  whether  they  want  to  or 

not,  but  it  ought  to  be  kept  so  that  in  the  needs  or  re- 
quirements of  an  emergency  they  might  be  able  to  expand, 
which  we  had  to  do  during  the  war.  Take  the  naval  gun 
factory:  it  would  send  men  who  were  skilled  in  the  art  of 
gun  manufacturing  to  other  plants  to  expand®  If  we  have 
engineers  over  there  in  Philadelphia  who  are  capable 
engineers,  I cannon  see  why  anybody  is  hurt  even  if  they 
are  superior  to  other  engineers  on  the  outside.  It  would 
make  other  engineers  step  up,  would  it  not,  to  oatch  up  to 
them?  Sphere  you  have  a very  healthy  competition. 

The  way  I am  reading  some  of  this  stuff  here,  it  looks 
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to  me  as  if  what  they  are  saying  is  that  the  Government 
has  not  any  real  engineers. 

MR.  VAUGHAN:  Oh,  no,  I do  not  think  that  is  inti- 

mated; at  least,  I have  not  heard  it  intimated. 

MR,  BERRE8;  It  is  in  what  I re%&  in  Mr.  Morgan  *s 
statement?  nX -fc  is  necessary  in  order  that  the  Government 
may  fulfill  its  function  of  equipping  its  Services  with 
aircraft  that  it  maintain  an  able  engineering  force,” 

Does  he  mean  to  say  that  they  have  not  yet? 

MR n VAUGHAN?  He  probably  means  that  they  should  put 
the  able  ones  that  they  have  to  work  on  this  particular 
job, 

MR.  BERRES;  I would  certainly  read  that  to  mean 
that  they  have  not  now,  but  they  should  get  one. 

MR.  VAUGHAN?  I do  not  think  they  have  anybody  with 
alreal  background  of  manufacturing  experience,  but  they 
should  acquire  that,  of  course.  Manufacturing;  experience 
is  necessary,  many  phases  of  it.  You  have  got  to  have 
lots  of  background  before  you  can  successfully  manufacture. 

THE  CHAIRMAN:  Is  there  anything  more  on  that  point? 

MR.  WARNER:  That  takes  you  down  to  the  recommend- 

ations. 

MR,  VAUGHAN?  I just  wanted  to  add  that  we  xare  very 
far  behind  foreign  competition  in  supercharging  and  in 


41s 


3689 

experimental  work  on  types  of  engines  such  as  sleeve  and 
two-oycleo  We  ourselves  have  started  on  our  own  initiative 
a two~cyole  development,  and  it  looks  very  promising  to 
our  engineers*  We  are  developing  considerably  more  horse- 
power per  cubic  inch  than  has  been  possible  in  the  con- 
ventional type  of  four-cycle  engines* 

We  have  to  abandon  that  development  about  Novedteer  30, 
because  that  is  when  our  income  begins  to  drop  off  and  our 
expense  has  to  be  controlled  accordingly. 

In  England  the  Bristol-Jupiter  Company  have  spent  a 
tremendous  amount  ol  money  and  a lot  of  time  on  a sleeve 
valve  engine  whioh  has  passed,  I believe,  its  typso  test 
very  successfully*  They  are  considerably  ahead  of  us  in 
research  work  for  the  future*  I think  these-  things  ought 
to  have  a lot  of  consideration  in  this  country  if  we  are 
going  to  compete  with  them  in  three  or  four  years. 

1 recommend: 

1.  That  every  effort  be  made  to  foster  continued  de- 
velopment of  aircraft  engines,  especially  in  the  high  horse- 
power olasses,  by  the  allocation  of  production  contracts 
to  those  oonoerns  which  are  equipped  with  a competent 
engineering  staff  and  trained  personnel  to  secure  for  the 
Government  the  very  highest  quality  product. 


2*  That  the  Government  definitely  refrain  f rS?n  oom~ 
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peting  with  private  industry  in  the  production  of  aircraft 
engines,  Private  competition  is  now  very  effective  in 
keeping  development  continuously  advancing  in  so  far  as 
available  funds  will  warrant.  If  the  Government  enters 
into  aviation  engineering,  as  such,  it  is  not  in  fair 
position  to  ;jndge  without  bias  the  duality  and  the  effect- 
iveness of  the  engineering  carried  on  by  the  different 
companies  in  the  industry. 

3*  That  a given  amount  of  money  be  awarded  to  the 
industry  for  development,  instead  of  being  diverted  to 
Government  engineerings  which  will  be  in  competition  with 
private  industry.  If  these  funds  are  given  to  private 
industry,  it  will  encourage  competition  in  engineering 
achievements;,  as  well  as  in  production. 

4,  That  the  present  provisions  of  the  law  be  amended 
so  that  the  Naval  Aircraft  Factory  will  not  be  required  to 
carry  on  the  designing  or  the  production  of  aircraft 
engines9  At  the  present  time,  the  volume  of  business  is 
so  small  that  all  Government  business  should  be  placed  in 
private  factories  rather  than  oreate  a Government  factory 
in  competition  with  private  industry,  which  will  further 
decrease  the  volume  of  our  engine  factories  now  in  oper- 
ation, 

5*  That  the  basio  research  work  being  carried  on  by 
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the  National  Advisory  Committee  for  Aeronautics  be  con- 
tintjs&d 6 It  is  of  great  assistance  to  the  industry  and  is 
of  such  a broad  character  that  it  does  not  conflict  with, 
the  development  carried  on  by  the  industry  itself. m This 
organization  has  been  of  inestimable  value  to  th©  progress 
of  aviation. 

6„  That  the  Government  departments  establish 
definite  engineering  program  for  the  guidance  of  the  con- 
tractors , so  that  our  engineers  may  plan  and  work  with 
reasonable  assurance  of  producing  devices  which,  if  success 
ful,  will  meet  requirements.  These  programs  should  cover 
a minimum  three-year  period,  with  the  first  years  rather 
definite  as  to  requirements,  and  at  least  a broad  outline 
for  the  succeeding  period, 

7.  That  Government  engineering  by  the  Services  bo 
limited  to  tactical  requirements,,  to  specifications,  and  to 
testing  and  inspection  of  products  produced  by  the  industry 
MR.  LANE;  Do  they  go  any  further  than  that  now  in 
engineering? 

MR,  VAUGHAN l They  do,  yes, 

MR.  LANE;  In  what  respect? 

MR.  VAUGHAN;  They  have  a tendency,  or  a very 
definite  tendency,  particularly  at  fright  Field,  to  tie  up 
development  of  aircraft  engines,  not  only  ours,  but  other 
people  *8,  by  competing  in  design.  I think  competition 
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in  engineering  has  been  misunderstood.*  We  do  not  mean 
that  they  have  been  competing  in  getting  out  an  engine  that 
is  superior  or  inferior  to  any  other  engine,  but  we  design 
an  engine  that  passes  its  test  as  required  by  the  Army, 
and  then  the  Army  engineers  begin  to  have  a lot  to  say 

* ! V _ « 

about  it.  They  have  to  approve  each  item  in  its  design 
and  approve  each  little  specification  that  really  does  not 
interest  them,  and  they  compete  with  us  by  re-designing  our 
product  after  it  has  been  tried  out. 

Do  you  want  a concrete  illustration  of  that? 

MR,  HUNSAKERs  You  mean  re-deeign? 

MR,  VAUGHANS  "Ought  to  have  this"  and  "ought  to  have 
that",  and  "We  do  not  like  this",  and  "This  thing  ought  to 
be  on  the  other  side",  and  something  e&se  ought  to  be  some- 
where else* 

MR,  HUNSAKER:  Is  that  independent  of  your  having 

passed  the  specified  test  operation? 

MR,  VAUGHANS  Yes, 

MR,  HUN 8 AKER 3 What  excuse  do  they  give  you  for  that? 

MR*  VAUGHAN:  I will  give  you  © concrete  illustration 

that  tied  us  up  about  four  months  and  oost  us  at  least 
$3,500,  It  was  an  air  heater  for  a carburetor.  The  Army 
insisted  on  designing  the  air  heater.  Our  engineers  took 
many  trips  to  Dayton  to  try  to  convince  them  that  the  thing 
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they  had  designed  would  not  work  in  the  first  place,  and 

if  it  did  work  it  was  such  a monstrosity  it  would  not  be 

used.  We  took  four  months,  designed  exactly  what  they 
•and 

wanted, /took  it  to  Dayton.  They  wanted  it  changed.  We 
took  it  back,  changed  it  and  built  it  and  put  it  on  an 
engine.  They  said,  ’’Well,  you  are  right.  We  do  not  want 
it.” 

That  is  a glaring  example. 

THE  CHAIRMAN;  Was  all  that  at  your  expens 
MR*  VAUGHANS  Oh-  yes.  Well,  that  $3,500  or  $3,600 
is  not  going  to  make  or  break  us,  but  the  delay  in  that  is 
what  wo  object  to. 

Then  this  actually  occurred  on  a contracts  At  the 
time  they  should  deliver  an  engine,  because  It  was  fully 

approved,  they  called  us  up  and  said,  ”Why  are  you  de- 

livering us  obsolete  engines?  You  are  delivering  the 
Douglas  people  and  other  people  modern  engines,  and  wo  are 

getting  engines  that  have  not  even  got  the  performance.” 

Wo  said,  ’’Because  you  took  so  long  to  approve  your 
stuff  that  the  state  of  the  art  has  changed.  ” 

Now,  that  is  an  actual  fact  on  one  contract. 

(Discussion  off  the  record.) 

MR.  HUNS AKERs  I can  see  the  trouble  you  have,  but  X 


do  not  see  any  solution  for  it 
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MR,  VAUGHAN:  The  only  way  I know  d>f  is  rto  keep  them 

out  of  engineering*  We  have  tried  everything  else# 

MR.  HUNS AKER:  Would  you  prefer  to  do  business  with 
non-engineers  rather  than  with  engineers? 

MR. VAUGHAN:  No,  I would  not,  I did  not  say  that 

we  do  not  want  engineers.  We  would  like  to  have  them 
make  their  recommendations,  but  it  should  be  the  con- 
tractor rs  responsibility  as  to  whether  this  is  going  to 
work  or  whether  it  is  not,  or  whether  he  will  put  it  on 
or  whether  he  will  not,  I am  now  talking  about  design 
details,  not  specifications,  because  they  know  what  they 
want  and  we  have  got  to  give  it  to  them  100  per  cent.  But 
I am  now  talking  about  the  way  in  which  they  want  to 
accomplish  this,  which  must  be  left  to  the  contractor  and 
be  his  responsibility. 

MR,  HUNG  AKER:  Is  not  thekt  a matter  of  the  wording  of 
your  contract  for  a development  job? 

MR.  VAUGHAN:  No,  I think  it  is  due  to  policy.  I 
think  it  is  entirely  due  to  policy.  It  doesnot  exist  with 
the  Navy,  so  that  it  mtSist  be  the  policy. 

MR.  HUN 9 AKER:  What  is  the  difference  in  the  kind  of 

personnel  in  the  Army  and  the  Navy?  Are  they  the  same 


kind  of  people  that  you  deal  with? 


ME.  VAUGHAN:  No. 
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The  Havy  does  not  have  anything 
to  do  with  that  pa.rt  of  it  at  mil.  They  do  not  have  junio 
officers  with  an  immense  laboratory,  experimenting.  They 
have  senior  officers  that  are  in  charge  of  actual  tests, 
actively  in  charge,  not  supervising  or  establishing 
policies  or  whatever  it  may  be.  That  is  far  removed 
from  it.  The  most  of  the  Army  testing  is  carried  on  by 
civil  service  men;  very  few  enlisted  men.  On  the  other 
hand,  the  iNlavy  oarry  most  of  the  work  on  with  enlisted 
men  who  have  come  from  the  Bureau  of  Aeronautics  or  from 
the  carriers  or  from  some  naval  air  station  or  repair  base 
These  men  — I do  not  know  this  definitely,  but  certainly 
there  is  no  evidence  of  their  ever  having  been  connected 
wSJth  it  before.  I should  say  that  they  ought  to  be 

limited  to  just  what  we  send,  we  to  be  responsible  for  the 

0 

functioning  of  design  to  their  specification  and  have  the 
last  say.  Of  course,  that  oreates  prejudice  again,  too, 
but  we  should  have  the  last  say  ao  to  whether  we  can  do 
this  or  whether  we  cannG.t>$  and  stand  or  fall  on  it. 

MR,  HUN  8 AK  HR:  I would  assume  that  you  have  the 
ultimate  responsibility  anyway. 

HR.  VAUGHAN:  We  do  have  it,  yes. 

MR.  HUNSAKTSR:  If  you  accept  the  suggestion  of  some 

junior  employee,  and  it  does  not  work,  it  is  on  your  head, 


h<< 
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MR,  VAUGHAN : Precisely  so  — a very  important  thing 
which  I forgot  to  mention;  in  the  last  analysis  we  have 
it  anyway v 

MR.  HUNS  AKER:  Why  <io  you  accept  it  then? 

MR.  VAUGHAN;  I do  rot  know  how  you  can  go  about 
saying  anything  else.  It  is  your  product  after  all,,  and 
if  it  is  not  working  at  Selfridge  Field  and  is  setting  up 
a prejudice  in  the  whole  flying  personnel  against  your 
product,  you  have  in  self  defense  to  fix  it  and  fix  it 
quiusk,  no;  matter  who  is  to  blame. 

MR.  HUNS  AKER:  What  I mean  is,  the  so-called 

gratuitous  suggest  ions  of  how  you  might  better  design  your 
engine,  you  are  not  pb ligated  under  your  contract  re- 
lation to  accept  those  suggestions*  and  if  you  feel  they 
are  foolish  suggestions,  you  do  not  have  to  say  so,  but 
you  do  not  have  to  accept  them. 

MR,  VAUGHAN:  No,  we  xdo  not  have  to  accept  them,  but 

I think  it  makes  a lot  of  difference  whether  we  try  to 
straighten  out  the  Ad’fccUorps  or  whether  the  commanding 
officers  at  the  field  do  it.  It  is  better  for  the  engine 
industry  as  a whole, more  constructive, 

MR.  HUNS AKER:  That  would  then  affect  the  adminis- 

tration at  the  field.  That  is  up  to  the  commanding 


ft 
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offioer,  is  it  not? 

MR.  VAUGHAN : I do  not  know  what  the  loiibine  is, 

whether  it  is  established  by  the  chief  of  the  Air  Corps 
or  not.  I imagine  that  the  engineering  division  es~ 
tablishee  the  routine  for  the  engineering  department 
the  engineering  division  of  the  Air  Corps  at  Dayton* 

MR.  HUNSAKER;  Do  you  think  that  their  routine  is 
too  exacting  and  too  much  interfering  with  your  freedom 
of  design? 

MR,  VAUGHAN;  I think  they  take  too  much  part  in 

what  the  contractor  ie  supposed  to  do  and  do  wellj  that 

it  shonald  be  left  to  the  contractor;  that  they  write  their 

specifications  and  requirements,  and  whatever  ie  necessary 

airplane 

to  put  an  engine  in  an  / in  a certain  way  satisfactory 
to  them  and  give  fier,tnln  performance,,  It  is  pretty  hard 
for  me  to  outline  that  very  definitely  in  detail,  because 
I do  not  know  enough  about  the  details  of  the  installation 
and  what  is  required.  But  that  is  where  it  should  stop. 

Now  if  they  can  give  us  any  other  information,  and 
oftentimes  they  can,  then  we  should  go  and  ask  for  it  and 
be  able  to  get  it;  but  to  have  it  forced  upon  us  I think 
is  a tandicap  and  a delay  in  accomplishing  what  we  are  all 
after,  and  that  is,  the  beet  engines  we  can  build  in  the 
shortest  possible  space  of  time. 
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MR,  HUH8 AKER : Does  this  delay  occur  only  on  ex- 

periment all engines,  new  types? 

MR.  VAUGHANS  More  or  less  on  every  type;  sometimes 
more,  sometimes  less. 


MR.  HUNS AKER:  Even  on  production  contracts? 

MR.  VAUGHAN:  Yes,  because  no  two  contracts  really 

are  identical  in  detail.  We  have  generally  made  a 
number  of  improvements  in  the  engines  from  one  contract  to 
another,  and  naturally  want  to  incorporate  them  all.  They 
have  to  be  submitted  again  for  the  approval  of  the 
engineers  at  Dayton,  that  is,  after  the  prototype  engine 
has  been  run,  then  they  get  all  the  specifications  and  go 
over  those  before  making  a new  contract. 

MR.  HUNS  AKER:  What  specifically  might  be  done  about 

this  matter  which  you  say  is  a matter  of  policy?  Would 
you  recommend  that  all  the  engineers  be  fired? 

MR,  VAUGHAN:  No,  indeed \ no,  I think  they  are  valu- 

able, But  I think  that  we  ought  to  determine  how  valuable 
they  are  to  us,  and  not  they;  and  if  we  do  not  benefit  by 

their  experience  it  would  be  our  loss,  not  theirs.  If 
not 

we  were/bright  enough  to  benefit  from  their  experience  at 
the  field,  that  would  be  our  loss.  But  we  do  not  like  to 
have  engineers  with  definitely  no  background  re-designing 
an  engine  at  the  last  minute,  or  delaying  the  approval  of 
details  until  they  have  had  time  to  look  into  it  to  see 
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if  it  was  aJLl  right 
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MR,  HUN8AKER:  Can  you  not  appeal  to  the  affficer  in 
charge  of  the  section? 

MR,  VAUGHANS  Have  we  appealed? 

MR.  HUNS  AKER;  Yes. 


MR.  VAUGHAN:  Oh,  my  goodness;,  yes, 

MR,  HUN8AKER:  That  does  no  good? 

MR.  VAUGHAN;  I do  not  say  it  does  not  do  any  good, 
but  it  is  not  good  enough  by  any  manner  of  means.  We 
take  four  to  five  months,  and  sometimes  six  months  to  get 
the  specifications  of  an  engine  approved  before  we  can 
deliver  one.  That  is  due  to  a number  of  things,  one  of 
them  including  a carburetor  fuel  flow  curve.  We  keep 
one  stand  continually  engaged  in  experimental  work  on  aar~ 
buretor  fuel  flow  at  the  various  speeds  of  engines  for 
the  Army,  in  order  to  satisfy  the  carburetor  engineer. 

That  engine,  ws  never  hear  of  the  Navy  engines  running 
badly  from  carburetor  fuel  flow  in  any  event,  yet  they  are 
satisfied  with  a simple  curve  through  an  operating  range 
and  within  reasonable  limits.  Those  are  details  that  I 
hate  to  deal  in,  but  you  want  to  know  them  and  I am  here 
to  tell  you.  I think  the  only  oure  for  it  is  to  limit 
their  scope  of  activity. 

MR.  LANE:  Is  not  their  scop©  limited  by  the  contract 
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MR,  VAUGHAN!  Oh,  they  reserve  the  right  to  approve 
the  specifications,  yes,  which  I think  is  their  privilege. 
The  Navy  does  the  sarme  thing,  but  it  takes  about  a week, 
and,  the  Army  takes,  as  I say,  sometimes  three  up  to  six 
months . 

MR.  LANE:  As  Mr.  Hunsaker  says,  it  3eems  to  be  more 

a criticism  of  personnel  and  policy. 

MR.  VAUGHAN:  Policy  rather  than  personnel.  Each 
one  of  these  fellows  individually  I like.  They  are  all 
right,  they  are  nice  fellows,  I do  not  mind  sitting 
around  with  them  at  all.  But  technically  they  lack  ex- 
perience. 

MR.  LANE:  All  right.  Then  it  is  not  a question 

of  policy,  it  is  a question  of  personnel, 

MR.  VAUGHAN:  It  is  a question  of  ability  ofd 

personnel.  Everything  is,  in  this  world, 

MR.  LANE:  You  cannot  write  a specification  for  the 

engineers  very  easily  as  a matter  of  policy, 

MR.  VAUGHAN:  Hut  we  do  write  it  for  them  actually. 

MR.  LANE:  For  the  engineers  themselves? 

MR.  VAUGHAN : For  the  engineers  themselves.  Oh,  you 

mean  for  the  personnel? 


MR.  LANE:  Yes 
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MR*  VAUGHAN:  Oh,  no*  I thought  you  meant  th6 

specifications  for  the  engineers. 

MR.  LANE:  No,  I say  the  specifications  for  the 

engineers , 

MR,  VAUGHAN:  No,  we  cannot,  but  you  can  limit  their 

activities  regardless  of  the  specifications* 

MR,  LANE:  Would  it  be  your  theory  that  this 

Oommiseion  should  recommend  that  the  engineering  corps  of 

the  Army  be  limited  entirely  to  writing  specifications 

and  malting  no  suggestions  to  any  manufacturer  whatsoever? 

s' 

MR.  VAUGHAN:  I have  it  right  here: 

‘'That  Government  engine erirg  by  the  Servioes  be 
limited  to  tactical  requirements,  to  specifications,  and 
to  testing  and  inspection  of  products  produced  by  the  in- 
dustry, “ 

MR,  LANE:  Do.  you  think  that  would  be  a wise  policy 

for  the  Government  to  adopt? 

MR.  VAUGHANS  1 do,  I put  it  down  here  with  my  namo 

on  it,  I think  it  is  the  only  way,  and  we  have  gone  a 
long  way  in  the  last  two  or  three  years  to  try  to  do  it 
otherwise*  Now  we  see  a little  ray  of  hope,  with  the 
Oommiseion. 


MR,  LANE:  You  see  no  hope  of  the  Army  developing 
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its  own  engineering  corps  oomparable  with  yours? 

MR.  VAUGHAN;  Effective?  X mean,  so  that  it  is 
effective? 

MB*  LANE;  Yes.  Y0u  see  no  hope  of  it? 

MR*  VAUGHAN?  I see  no  indie at  lap* 

MR,  LANE:  The  Government  might  just  as  well  abolish 

all  attempts  to  build  up  an  efficient  engineering  corps  of 
its  own? 

MB..  VAUGHAN:  It  is  not  any  criticism  of  the  officers 
of  the  Army.  I believe  that  they  are  limited  in  salary 
to  a very  small  amount;  I do  not  know  what  it  is*  and  it  is 
pretty  difficult  to  get  competent  engineers  with  background 
for  that  much  money,  when  we  cannot  get  them  as  good  as  we 
want  for  five  timeB  that  muoh,  because  they  do  not  exist. 

Now,  I do  not  expect  too  much  of  the  Army. 
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MR.  BERRES;  I take  it  from  that  that  you  think  insti- 
tutions similar  tc  M.  I.  T.  are  not  turning  cut  enough 
aeronautical  engineers. 

MR.  VaUGHaN:  They  are  turning  cut  plenty,  but,  as  a 
matter  cf  fact,  we  have  an  M.  I.  T.  chief  engineer,  but  the 
industry  is  net  cld  enough  to  have  given  them  this  background. 
It  is  too  new  and  too  young.  It  must  grow  up  tc  get  cut  of 
it.  In  the  automobile  business  it  was  the  same  thing  and 
a good  engineer  was  a prima  denna  and  get  anything  he  wanted. 
Today  you  can  get  good  automobile  engineers  at  relatively 
lew  figures.  It  will  be  the  same  with  the  aviation  industry. 

MR.  LANE;  Why  should  not  the  army  develop  it,  then? 

MR.  VAUGHAN:  If  they  want  tc  tackle  the  business  they 
can,  but  they  cannot  pay  enough,  and  when  they  get  a good  one 
the  industry  takes  him.  That  has  been  the  record  cf  the 
Army  Engineering  Corps.  They  have  produced  several  good  ones. 

MR.  LiiNE:  By  quantity  production  they  might  overcome 

that. 

THE  CHaIRMaN:  The  government  is  hampered  by  the  limit 
of  its  pay? 

MR.  VaUGHaN;  By  a limit  of  money  which  it  can  pay, 
which  does  not  permit  them  tc  get  an  experienced  engineer. 

MR.  HUNS AKER;  You  are  speaking  cf  Civil  Service 
employees  only,  and  net  of  officers? 
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MR.  VaUGHAN;  Civil  Service,  net  officers, 

MR.  HUNSaKER;  Your  Civil  Service  employees  have  net 
the  final  say  on  these  contractual  matters,  have  they? 

MR.  VAUGHAN:  They  are  really  the  cnee  which  have  the 
say,  and  it  is  final. 

MR.  HUNSAKER:  Is  that  because  the  officers  that  are 
normally  in  charge  of  it  do  net  knew  their  business? 

MR.  VAUGHAN;  T^ey  knew  their  business  but  they  support 
their  men,  which  tney  should  do. 

MR.  HUNSaKER;  Take  the  case  where  they  have  supported 
somebody  down  the  line  and  that  person  is  wrong.  Of  course, 
it  looks  very  bad,  and  maybe  the  business  is  not  competent. 

MR.  VaUGHaN;  Ihave  had  several  discussions  with  army 
officers  who  are  capable,  with  whom  I talked  as  to  a remedy 
for  that,  and  they  have  not  found  it  yet.  I wtuld  net  want 
to  discuss  the  details  of  it.  I do  not  think  they  would  dis~ 
agree  with  me  100  per  cent  that  their  engineering  is  what 
they  would  like  to  see  it. 

MR.  HUNSAKER:  If  it  is  what  they  make  it.  There  is  no 
restriction  on  the  commissioned  authority  of  the  army,  is 
there? 

MU.  VAUGHaN;  Precisely  sc,  but  they  cannot  make  that, 
because  if  they  get  good  civilian  engineers,  the  industry  takeh 
them.  The  industry  is  starving  for  them  and  are  willing  to 
pay  them  twice  what  the  government  can  afford  to  pay  them. 
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3hh  It  is  different  with  a naval  officer  or  an  army  officer. 

He  is  net  going  to  retire  from  the  services  tc  become  an 
engineer.  At  least,  none  of  them  have, 

MR.  WARNER:  Mr.  Vaughan,  it  seems  to  me  that  aside  from 
any  question  of  competency,  or  hew  much  they  are  paid,  or 
their  chances  for  permanency,  maybe  your  complaint  goes  some*- 
what  deeper  than  that.  Given  the  most  competent  personnel 
in  the  WGrld  in  the  army  and  navy,  I take  it  you  still  suggest 
it  is  impossible  for  two  people  to  design  the  same  engine 
at  the  same  time,  just  as  you  cannot  have  two  pilots  in  the 
same  airplane.  Somebody  must  be  responsible. 

MR.  VAUGHAN:  That  is  true,  but  I assume,  if  you  could 
get  engineers  with  experience  and  background,  that  that 
condition  would  be  eliminated  automatically. 

MR.  WARNER:  You  want  better  engineers,  sc  that  they 
will  go  away  and  leave  you  alone,  not  so  that  they  can  give 
you  better  advice,  but  sc  that  they  will  stop  giving  you  any 
when  you  do  not  feel  it  is  oalled  for.  I am  not  trying  to  be 
funny,  but  is  not  that  essentially  the  fact? 

MR.  VaUGHaN:  Thatyis  absolutely  so. 

Procurement  Methods  I believe  that  Government  procure- 
ment by  sealed  competitive  bidding  is  totally  unsuited  for 
highly  developed  and  complex  articles,  such  as  are  produced 
in  relatively  small  quantities  by  the  aviation  industry. 

Sealed  competitive  bidding  will  stifle  development,  will  tend 
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to  create  monopoly,  will  result  in  wide  fluctuations  in  pro- 
duction volume  of  an  individual  plant,  will  cause  a serious 
time  delay  in  procurement,  and  may  actually  result  in  the 
purchase  of  obsolete  equipment. 

Engineering  development  in  tike  industry  is  continuing  at 
a rapid  pace.  The  requirements  of  sealed  competitive  bidding 
for  predetermined  specifications  in  great  detail,  in  addition 
to  sc  many  ether  impractical  complications  involved  in  this 
form  of  procurement,  will  seriously  interfere  with  the  pro- 
curement of  equipment  which  will  represent  the  last  word  in 
technique,  quality,  reliability  and  adaptability  for  the 
Services. 

Peace  time  quantities  at  best  are  not  sufficient  to  war- 
rant the  use  of  sealed  competitive  bidding.  The  negotiated 
method  of  awarding  contracts  permits  the  intelligent  use  of 
available  funds  to  maintain  competition,  high  efficiency  in 
development  and  production,  and  a reasonably  steady  production 
rate.  Furthermore,  the  negotiated  method  enables  the  Govern- 
ment to  simulate  competition  even  where  no  actual  competition 
exists  and  where  it  cannot  be  created  in  fact  in  time  to 
accomplish  the  desired  result.  Frequently,  actual  competition 
cannot  be  created  at  all  for  the  simple  reason  that  by  the 
time  it  could  be  created,  it  wculd  have  no  further  utility  or 
would  be  obsolete* 

X think  the  last  army  procurement  program  on  bombers  is 


5hh  3707 

a concrete  example  of  that.  That  in  reality  was  a negotiated 

contract,  and  you  could  not  have  had  competition  inside  of 

two  years,  and  by  the  end  of  two  years,  the  bomber  will  be 

obsolete. 

A contractor  who  is  obliged  to  Did  for  his  business  on 
a sealed  competitive  bid  basis  must  submit  a figure  close  to 
his  factory  cost.  Therefore,  should  he  secure  the  business, 
there  is  not  enough  gross  profit  to  support  his  engineering 
development  program  and  it  is  greatly  curtailed;  very  possibly 
to  a point  where  current  development  only  is  possible  and  no 
new  development  can  be  undertaken.  Should  he  bid  a figure  t : 
that  would  support  a real  development  program,  he  would  not 
get  the  business  and  then  could  dc-  no  development  work  whatso- 
ever. 

There  are  a very  limited  number  of  contractcrs  who  are 
equipped  to  carry  on  a real  development  program  and  in  order 
to  be  so  equipped  a very  large  capital  investment  would  be 
necessary.  Under  present  day  policies,  no  one  could  be  justi- 
fied in  such  an  investment. 

MR.  WARNER:  May  I interrupt  you  there,  Mr. Vaughan? 
mr.  Vaughan;  yes,  sir. 

MR.  WaRNER:  Mr.  Hotchkiss,  h ve  you  a statement  to  read? 

MR.  HOTCHKISS:  No,  sir, 

MR.  WARNER:  Has  the  material  which  you  have  to  present 
to  the  Commission  been  largely  covered  by  participation  in  the 


previous  discussion? 
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MR.  HOTCHKISS;  The  material  which  I have  to  discuss 
with  the  Commission  is  contained  in  the  report  of  the  Aero- 
nautical Chamber  of  Commerce.  I think  primarily  you  are 
interested  in  the  suggested  amendments  to  the  Procurement  Act. 

MR.  WARNER:  There  are  some  matters  which  you  would  want 
to  disouss  with  us  personally?  vu  e are  not  trying  to  crowd 
you  cut,  but  we  want  to  know  where  our  schedule  lies. 

MR.  HOTCHKISS.  I am  entirely  in  your  hands.  The  matter 
is  one  affecting  the  statute,  and  as  to  whether  or  not  you 
want  me  tc  say  anything  more. 

MR.  WARNER:  There  will  be  some  questions  tc  ask,  anyway. 

MR.  HOTCHKISS:  I did  not  believe  it  was  a type  of 
subject-matter  which  called  for  a prepared  statement. 

MR.  WARNER:  Off  the  record,  Mr.  Reporter. 

(Whereupon  an  informal  discussion  was  had  off  the  record 
after  which  the  proceedings  were  resumed  as  follows:) 

MR.  WARNER:  All  right.  Mr.  Vaughan. 

MR.  VaUGHAN:  The  difference  between  the  sealed  bid  and 
the  other,  X hope  I have  brought  out.  In  the  sealed  bid  your 
margin  of  profit  is  very  small,  if  you  get  it  and  will  not 
permit  of  a very  extensive  program.  And  if  you  bid  high 
enough  tc  get  it,  you  wcn:t  have  the  business  at  all. 

MR.  WARNER:  You  mean  somebody  will  always  bid  close  tc 
the  limit  of  factory  cost? 
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MR.  VAUGHAN:  Somebody  has  get  to.  You  cannot  afford 
to  take  a chance  on  the  other. 

Procurement  officers  of  the  Services  are  handicapped 
greatly  in  what  ohey  know  to  be  the  best  interests  of  the 
Government  because  laws,  rules,  and  regulations  are  sc  imprac- 
tical as  to  sometimes  force  them  to  interpret  the  true  "best 
interest  cf  the  Government"  as  meaning  "apparent  immediate 
advantage."  By  that  I mean  the  sealed  bid  again.  They  know 
what  they  want,  but  they  have  nc  other  manner  in  which  to 
procure  it  except  by  the  sealed  bid. 

Due  to  legal  clauses  and  provisions,  the  Government 
Services  have  been  forced  to  word  their  contracts  in  such  a 
way  as  to  leave  the  contractor  entirely  at  their  mercy.  The 
contractor  has  the  alternative  either  of  accepting  such  con- 
tracts or  going  out  of  business.  Obviously,  he  accepts  the 
contracts  because  there  is  no  one  to  appeal  to  in  order  to 
obtain  a correction  of  this  situation. 

That  has  been  covered  very  thoroughly  I think,  and  it 
refers  to  the  patent  clause,  the  price  protection  clause  and 
the  guarantees  in  the  latest  navy  contracts,  the  guarantee 
of  six  months  with  the  right  of  the  navy  to  extend  that 
guarantee  on  the  product  of  the  contractor,  and  the  contract- 
or has  to  guarantee  the  product  for  six  months,  with  an 
extension  of  that  guarantee,  and  I believe  — 

MR.  WARNER:  Do  you  think  the  six— month  guarantee  in 


itself  is  objectionable? 


3710 


MU.  VAUGHAN:  I do,  yes  sir. 

MR.  WARNER:  It  sounds  like  a good  way  of  tying  up  the 
business  to  a limited  number  of  responsible  firms. 

MR.  VAUGHAN:  I believe  that  is  the  purpcse  of  it,  but 
if  that  is  taken  advantage  of,  it  is  very  difficult  for  a 
manufacturer  to  guarantee  a military  engine  beyond  their  own 
inspection,  beyond  the  tests  required,  which  are  quite 
exhaustive  tests,  their  own  acceptance  at  the  plant.  And 
then  as  to  the  usethatthe  engine  gets,  it  is  pretty  difficult 
for  the  manufacturer  to  control.  In  the  army  or  navy,  not 
to  criticize  them,  but  because  of  their  requirements  as  com- 
pared  with  the  commercial  services,  it  is  different,  in  com- 
mercial services  we  definitely  control  and  write  the 
specifications  for  commercial  engines  of  the  type  supplied, 
and  we  guarantee  them,  and  they  do  not  inspect  them,  and  we 
make  them  ourselves  and  are  responsible  for  them,  and  we  have 
a definite  way  of  keeping  track  of  them  and  have  service  men 
at  the  repair  bases.  There  are  no  ways  to  keep  track  of  or 
regard  the  performance  cf  the  military  airplanes,  sc  that  a 
guarantee  is  almost  impracticable.  We  have  always  made  good 
any  defective  parts  that  are  returned  to  us,  without  cost. 

MR.  WARNER:  By  the  services? 

MR.  VaUGHaN:  By  the  services;  yes,  sir.  Sc  that  we 
give  them  a moral  guarantee,  that  goes  a long  ways,  but  a 
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technical  guarantee  would  be  very,  very  disastrous  for  the 
manufacturers,  or  might  be. 

They  are  further  confronted  with  the  fact  that  different 
Government  Departments  do  not  use  a uniform  procedure  or  forms 
and  sometimes  actually  have  provisions  in  contracts  which  so 
confliot  as  to  make  the  contractor^  position  embarrassing. 

Under  present  day  conditions,  we  are  faced  with  sealed 
competitive  bidding  complicated  by  price  protection  paragraphs 
which  nullify  the  prices  established  by  the  bidding,  as  well 
as  guarantee  clauses  of  wide  scope,  plus  the  handicap  of 
difficult  patent  provisions  and  many  ether  technicalities. 

The  Government  Departments  are  just  as  embarrassed  as  the 
industry  in  endeavoring  to  procure  required  materials  on  an 
efficient  and  prompt  basis. 

Probably  the  worst  of  all  is  the  provision  limiting  prof- 
its cn  an  individual  contract  basis  to  10 $>.  A company,  in  a 
business  as  hazardous  as  this  one,  cannot  hope  to  survive 
when  - at  che  best  - ii/cnly  can  make  10$  on  a contract  with 
no  way  of  making  up  the  losses  which  inevitably  will  result 
cn  other  contracts, 

Foreign  governments  support  their  aircraft  engine  manu- 
facturing companies1  development  programs  adequately  by  either 
negotiated  experimental  contracts  cr  by  negotiated  production 
contracts  which  recognize,  in  prices  paid,  the  cost  of  inten- 
sive development  programs.  And  that  I knew  to  be  sc. 
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I want  to  stress  particularly  the  importance  of  cur 
spare  parte  business.  We  should  be  freed  from  the  constant 
hazard  of  having  our  spare  parts  buasiness  put  on  open  competi- 
tive bidding.  The  revenue  derived  from  our  spare  parts  busi- 
ness is  absolutely  essential  to  the  continued  maintenance  of 
our  engineering  program. • The  Government  Departments  should 
not  be  embarrassed  in  being  forced  to  make  futile  attempts  to 
buy  parts  in  open  market,  because  they  realise  the  highly 
techmical  nature  of  the  business  and  the  necessity  for  buying 
spare  parts  from  the  only  known  reliable  source  - the  manu- 
facturer of  the  original  product. 

MR0  WARNER:  Mr.  Vaughan,  that  is  a rather  isolated  item, 
I take  it,  and  relates  tc  a rather  peculiar  situation.  First, 
it  is  absolutely  true,  where  you  are  talking  about  getting 
spare  parts  except  from  the  original  manufacturer,  and  I 
understood  engine  manufacturers  feel  that  when  they  get  spare 
parts  anywhere  else,  it  eliminates  their  responsibility  for 
the  engine. 

MR.  VaUGHaN;  It  would  normally. 

MR.  WARNER:  It  was  suggested  to  us  the  other  day,-  how- 
ever, that  in  seme  cases  you  yourself  are  obtaining  parts  from 
several  sources,  that  there  are  a number  of  suppliers  of 
piston  rings,  who  have  at  various  times  made  rings  for  Wright 
and  Pratt f& Whitney  engines,  and  the  same  is  true,  in  a lesser 
degree,  perhaps,  as  to  valves,  and  the  original  suppliers  of 
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these  parte  may  be  expected  to  enter  into  competition. 

MR.  VAUGHAN;  On  the  piston  rings  and  on  the  valves,  and 
on  every  part  of  the  motor,  we  have  done  a tremendous  amount 
of  development  work,  particularly  on  valves.  I can  say  off- 
hand that  we  have  smashed  $30,000  worth  of  engines,  at 
current  design  factory  cost  in  experimental  work,  in  the 
development  of  the  valve  we  have  today  on  the  Cyclone.  If 
you  do  not  recognize  that,  we  do  most  of  the  engineering,  as 
I pointed  out  in  the  beginning.  It  is  all  right  to  go  out 
and  buy  valves  anywhere  you  can  buy  them,  and  there  are  two 
sources,  incidentally,  either  one  of  which  is  perfectly 
reliable.  But  I believe  in  fostering  the  manufacturers  and 
that  the  contractor,  the  fellow  who  makes  the  engine  complete, 
that  they  ought  to  recognize  everybody  who  purchases  valves, 
ought  to  recognize  that  there  is  a very  large  expense  in  the 
development  of  those  valves,  borne  by  the  engine  man.  If  we 
want  to  change  it  around,  then  let  the  valve  man  come  to  the 
engine  manufacturer,  buy  his  engine,  test  cut  his  valves,  and 
prove  them,  and  then  buy  valves,  wherever  they  can  be  bought 
reliably* 

MR.  WARNER;  So  that,  entirely  apart  from  the  immediate 
interests  of  the  government,  you  would  not  say  it 
was  ethically  sound  to  go  cut  and  buy  valves  from  Thompson, 
or  whoever  it  might  be,  for  Cyclone  engines? 

MR.  VaUGHaN;  That  is  right.  I do  think  that  it  is 
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possible  to  arrange  with  both  the  army  cr  navy,  or  anybody 
else  buying  valves  to  buy  them  at  a very  small  mark-up*  It 
may  be  smaller  than  we  have  got,  I do  not  know* 

MR.  WARNER;  A small  mark-up  over  the  manufacturers1 
price? 

MR.  VaUGHaN;  Over  the  price  which  we  pay  for  the  valves 
f.o.b.  our  factory.  We  pay  the  freight  on  them  and  very  care- 
fully inepect  them,  and  I think  we  have  equipment,  which  is 
based  on  our  experience,  and  we  have  learned  hew  to  inspect 
valves  over  years  of  experience  so  chat  we  can  tell  very 
quickly  upon  testing  them  out  how  they  will  verk , and  the  valve 
man  cannot. 

MR.  WARNER;  How  about  the  others? 

MR.  VAUGHAN;  It  runs  along  for  six  months  and  then  you 
run  into  a lot  of  valves  which  are  not  satisfactory.  We 
learned  that  because  we  had  seme  serious  trouble  in  the  field. 

MR.  HUNSAKER:  Is  there  any  question  of  design  rights 
between  you  and  the  man  who  developed  valves  to  fit  your 
engine? 

MR.  VAUGHAN;  The  Rich  Tool  Company,  I believe,  have  a 
license  to  operate  under  the  sodium  cooled  valve,  we  take 
no  part  in  that.  We  buy  the  valve,  and  it  is  a matter  between 
the  Rich  Tool  Company  and  Herron,  the  inventor,  and  I believe 
Thompson  products  have  a right  to  operate  under  the  rights  of 
Herron  Products,  or  whatever  they  call  it.  I do  not  know  the 
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MR.  HUNSAKER:  So  that  the  manufacturer  of  those  valves 
has  the  right  to  sell  them  without  consulting  you? 

MR.  VaUGHAN:  Yes.  At  least,  I have  not  seen  the  contrac 
but  I understand  he  has.  Herron  is  very  friendly  with  Rich, 
and  I knox?  that  Thompson  Products  have  a license  from  Rich. 

MR.  HUNSaKER;  as  between  yourself  and  the  vendor,  what 
is  the  situation? 

MR.  VAUGHAN:  We  cannot  control  that;  we  cannot  tell  him 
he  can  sell  his  valves,  or  not. 

MR.  HUNSAKER:  Is  this  valve  which  you  use  good  for  any 
other  engine? 

MR.  VAUGHAN:  Good  for  no  other  engine. 

MR.  HUNSAKER:  And  you  have  contributed  to  that  develop- 
ment? 

MR.  VAUGHAN:  We  have  at  least  broken  up  $30,000  worth 
of  engines  in  the  development  of  the  exhaust  valve  of  the 
Cyclone  engine,  plus  the  gasoline  and  other  work  which  has 
been  done. 

MR.  HUNSAKER:  For  that  ^30,000  you  acquired  no  rights 
in  the  patent? 

MR.  VaUGHAN:  No  rights,  no  equity  in  any  valve  company 
or  any  member  of  a valve  company.  We  have  considered  that  if 
we  did  not  do  it,  it  would  not  be  done,  and  therefore,  we 
were  obliged  tc  do  it. 
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MR.  LaNJ£;  There  was  no  incentive  cn  the  part  of  the 
valve  manufacturer  to  manufacture  any  valve  for  your  motor, 
unless  you  advanced  it? 

MR.  VaUGHAN;  There  was  just  as  much  incentive  for  the 
manufacturing  of  a valve  for  our  motor  as  there  is  for  the 
manufacturing  of  a motor  for  the  United  States  Government  or 
any  other  customer  we  have  got,  but  they  are  not  in  a position 
and  they  have  not  got  the  technique.  And,  after  all,  the 
quickest  way  of  getting  a valve  is  to  develop  it  in  our  plant 
with  them,  and  tbeir  engineer  has  spent  a great  deal  of  time 
in  our  plant.  I do  net  mean  they  had  no  part  in  the  develop- 
ment of  this  valve,  but  they  actually  furnished  the  wall 
sections  and  the  amount  of  salts,  and  we  are  using  salt,  and 
what  they  use  now  — I forget  what  it  is  but  it  does  not  make 
any  difference  what  it  is  — - but  in  experiment  the  amount  and 
the  wall  sections  are  all  done,  and  Rich  can  overcome  diffi- 
culties which  we  have.  Our  metallurgists  and  their  metal- 
lurgists, their  engineers  and  all  get  together,  after  a valve 
failure,  and  decide  on  what  caused  it,  and  then  they  would 
go  back  to  their  factory  and  produce  another  valve  and  send 
it  on  to  us,  and  we  would  run  that,  and  so  on. 

Recommendations:  I recommend; 

1.  That  changes  be  made  in  the  Air  Corps  Act  of  1926 
whioh  will  clearly  and  finally  establish  negotiation  as  a 
legal  and  proper  means  of  procurement  under  the  Act.  Other 
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minor  changes  in  the  Act,  as  recommended  by  the  Aeronautical 
Chamber  cf  Commerce  of  America,  Inc. , also  should  be  made. 

3.  Than  no  limit  of  profit  should  be  placed  on  any 
individual  contract  but  that  the  Government  business  should 
be  controlled  by  the  audit  and  profit  provisions  contained  in 
the  Air  Corps  Act  of  1936,  which  adequately  protect  the  Govern- 
ment  and  at  the  same  time  permit  a fair  profit  to  be  made  by 
the  contractor. 

All  I want  to  point  out  there  is  that  an  efficient  out- 
fit should  not  be  penalized  for  being  efficient. 

MR.  WARNER;  What  do  you  refer  to  as  the  profit  provi- 
sions of  the  Air  Corps  Act? 

MR.  VaUGHaN;  15  per  cent.  It  is  not  in  the  Act. 

MR.  WARNER;  That  has  been  a common  practice,  but  there 
is  nothing  to  prevent  any  Secretary  of  War  or  Chief  cf  the 
Air  Corps  deciding  that  is  too  little  and  changing  it  to  any 
other  amount? 

MR.  VAUGHAN;  I realize  that. 

MR.  WARNER;  Do  you  think  it  should  be  standardized  by 

law? 

MR.  VAUGHAN;  I am  really  not  qualified  to  say.  There 
are  too  many  sides  to  that  for  me  to  say. 

MR.  WARNER;  Do  you  think  any  argument  can  or  should  be 
made  on  any  particular  figure?  We  now  have  a figure  written 
into  law  of  10  per  cent,  at  which  Congress  arrived,  for  some 
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reason.  The  presumption  is  they  feel  that  any  other  figure 
that  would  be  accepted  would  net  be  normal,  and  if  any  other 
figure  3s  to  be  accepted,  some  reason  would  have  to  be 
advanced  to  provide  for  making  a change.  What  reason  there 
was  for  choosing  10  per  cent  I do  not  know. 

MR.  VAUGHAN:  My  own  thought  is  that  vour  market  is 
pretty  well  established  on  the  negotiated  contract,  your  mar- 
ket price.  Your  costs  are  known  and  your  selling  price,  and 
therefore  be  established  with  the  idea  that  they  are  protected 
just  as  much  on  development.  If  you  try  to  put  so  much  into 
development  from  that  point  of  view  as  against  the  other 
fellow  not  putting  in  so  much,  that  ohanges  your  profit  as 
compared  with  his,  assuming  that  be th  manufacturing  operations 
are  equally  efficient.  It  is  a very  broad  subject. 

MR.  WARNER:  The  market  price  is  not  established  unless 
somebody  sets  a percentage  of  profit.  In  practice  the  Air 
Corps  has  set  15  per  cent  for  its  own  guidance. 

MR.  VAUGHAN:  Fifteen  per  cent  to  us  might  mean  twenty- 
five  per  cent  or  ten  per  cent  to  somebody  else  competing. 

MR.  WARNER:  That  was  said  as  the  norm? 

MR.  VAUGHAN:  That  is  what  I want  to  point  out.  With 
negotiated  contracts,  with  the  efficient  plant,  which  they 
know  is  efficient,  permitting  a profit  of  15  or  10  per  cent  — 
preferably  15;  I think  everybody  is  entitled  to  15  per  cent 
because  he  does  not  average  that  over  the  year  — if  he  has 
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that  as  a maximum,  he  might  come  out,  if  fairly  fortunate, 
with  lOper  cent. 

MR.  WARNER;  You  think  10  per  cent  would  be  fair  as  an 
average? 

MR.  VAUGHAN;  I think  10  per  cent  would  be  fair  as  an 
average,  if  you  are  permitted  to  make  15. 

MR.  WARNER;  On  individual  contracts? 

MR=  VAUGHAN;  Because  you  cannot  hope  to  make  15  per 
cent  on  every  contract.  If  you  limit  it  to  15  per  cent,  the 
contracts  on  which  you  lose  draw  your  average  down.  I mean 
by  that,  this;  say  Pratt  & Whitney  have  an  order  for  Hornet 
engines,  negotiated  on  a certain  price,  and  the  army  and  navy 
want  to  buy  Cycle nee,  which  we  will  assume  are  directly 
competitive,  not  enough  difference  between  them  to  have  any 
choice,  and  they  want  to  have  the  same  price  for  Cyclones. 

It  may  be  that  their  manufacturing  methods  are  different  from 
our  methods,  and  one  will  make  considerably  more  money  than 
the  other.  I do  not  believe  that  the  one  making  the 
exoessive  amount  or  the  amount  in  excess  of  the  amount 
established  by  the  first  negotiation  should  be  penalized. 

I think  it  is  descructive,  if  you  do. 

MR.  LANE;  Is  not  that  putting  a premium,  then,  on  in- 
efficient management? 

MR.  VAUGHAN;  No,  I would  put  a premium  on  efficient 
management.  I would  not  put  any  premium  on  it,  but  I would 
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net  penalize  it. 

MR.  LANE;  From  the  governments  point  of  view,  that  is 
as  broad  as  it  is  long.  If  they  negotiate  with  an  ineffici- 
ent factory,  they  give  a bigger  profit  to  the  other  factory 
which  is  efficient,  whereas,  if  they  negotiate  with  the 
efficient  factory  first,  they  cannot  buy  from  the  other  fel- 
low without  his  taking  a loss. 

MR.  VAUGHAN;  Maybe  I did  not  make  my  point  clear.  I 
did  not  mean  an  inefficient  factory,  but  a faotory  which  has 
a higher  degree  of  efficiency.  Better  put  it  that  way. 
Assume  that  both  factories  are  efficient,  always,  when  you 
compare  two  factories,  two  plants,  what  I meant  to  convey 
was  that  suppose  the  government  is  satisfied  that  Pratt  & 
Whitney  is  efficient  and  that  Wright  is  efficient,  and  that 
they  negotiate  for  an  engine  with  Pratt  & Whitney  and  they 
pay  them  a certain  price  for  it,  and  a month  or  six  weeks 
later  they  want  to  negotiate  a contract  with  us  of  the  same 
horse-power  and  specifications,  for  that  engine  they  should 
pay  us  that  price,  and  if  we  are  a little  more  efficient 
than  Pratt  & Whitney,  we  make  a little  more  money,  and  if 
Pratt  & Whitney  is  a little  more  efficient  than  we  are,  they 
make  a little  more  money.  That  is  what  I mean.  You  should 
not  be  penalized  for  giving  that  little  surplus.  They 
should  be  permitted  to  put  it  back  in  engineering  for  three 
years,  and  then  give  it  to  us  in  a big  way.  That  is  my 
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opinion  of  it,  anyway* 

3.  That  the  Army  and  Navy  maintain  separate  procurement 
organizations  because  of  their  specialized  requirements. 
However,  uniform  forms  should  be  used,  based  on  uniform 
policies,  guarantees,  inspection,  audits,  prioe  protection 
and  accounting  principles, 

MR.  WARNER:  That  is  in  the  negotiating.  We  are  told 
that  there  is  a plant  procurement  committee. 

MR.  VAUGHAN:  That  may  be.  I did  not  know  it  was  cover- 
ed before.  Nevertheless,  I want  to  emphasise  it  by  repeating 
it  again. 

4.  A policy  to  procure  spare  parts  from  the  contractor 
from  whom  the  original  equipment  was  purchased  be  established 
and  that,  as  a matter  of  basic  policy,  the  price  of  spare 
parts  be  established  in  exactly  the  same  manner  as  establish- 
ed for  the  complete  sets  of  parts  that  comprise  an  engine. 

I say  that  because  our  over-all  business  is  what  permits 
us,  the  volume  of  our  over-all  business  permits  us  to  carry 
on  engineering  from  gross  profit.  If  you  take  the  spare 
parts  of  the  business  away,  you  take  25  or  30  per  oent  of 
your  total  business  away,  and  you  deplete  your  whole  output 
accordingly. 

MR.  WARNER:  What  do  you  mean  exactly  by  the  prioe  of 
spare  parts  being  established  in  the  same  manner  as  the 
complete  set  of  parts? 
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MR.  VAUGHAN;  We  have  a very  definite  standard  cost 
system  for  the  army  and  navy  for  determining  the  ooet.  Then 
in  whatever  manner  you  determine  the  selling  price  of  the 
engine,  you  should  determine  the  selling  price  cf  the  parts,, 
either  through  competitive  bidding,  as  we  do  now,  or  through 
negotiated  contracts,  but  the  price  of  an  engine  should  not 
be  greater  than  the  price  of  a complete  set  of  spare  parts 
except  for  the  5 per  cent  that  is  now  allowed.  In  other 
words,  with  «,11  government  contracts  today  they  are  based  on 
a set  cf  oomplete  parts  to  the  government,  5 per  cent  less 
than  the  complete  engine. 

MR.  WARN.ER;  The  5 per  cent  being  for  assembly? 

MR.  VaUGHaN;  For  assembly  and  test.  The  average  of 
the  spar©  parts  on  commercial . articles  is  generally  greatly 
in  excess  of  the  oos-c  of  the  finished  argiole,  that  is,  the 
complete  unit. 

We  do  not  want  that  , but  we  do  want  all  that  business, 
and  we  want  it  priced  on  a fair  basis,  if  the  engine  is 
priced  on  a fair  basis,  and  we  agree  that  it  is. 

by 

On  export  I think  that  was  covered  very  thoroughly , /Mr. 
Morgan. 

The  policy  to  restrict  the  sales  cf  current  production 
for  export  is  a severe  handicap  to  the  industry  in  that  it 
greatly  reduces  the  sales  volume.  Advanoed  engineering  devel- 
opment depends  on  a sales  volume  over  and  above  the  amount 
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required  for  minimum  normal  conduct  of  business.  Therefore, 
gross  profit  on  any  sales  in  excess  of  this  minimum  amount 
can  be  used  almost  entirely  for  engineering  research  to 
further  advance  military  development  in  this  country. 

. ; ......  -4  • ' ' “• 

Recommendations ; I recommend  that  the  Government  give 
every  possible  assistance  to  the  aircraft  engine  manufactur- 
ers of  this  country  in  increasing  export  sales  of  aeronautical 
products  to  foreign  nations.  Our  European  competitors  today 

are  giving  their  manufacturers  assistance  in  finance  as  well 

....... 

. .. ..  ,v,  • . f . , ■ 

as  in  sales  promotion.  Without  the  proper  Government  cooper- 

; pi:  i,}  ■ 

ation,  we  will  undoubtedly  find  that  our  foreign  competitors 
will  increase  their  exports  at  the  expense  of  the  aviation 
industry  of  this  country. 

The  advantages  of  this  export  sales  volume  ares 

1.  Stimulation  of  the  development  of  engines  for  cur 
Government  services. 

2.  More  stable  employment  of  skilled  labor,  of  which 
we  have  a limited  supply, 

3.  Lower  prices  on  Government  contracts. 

4.  Assist  in  maintaining  a favorable  international  trade 
balance. 

That  is  the  end  of  my  paper.  I did  not  know  it  was  that 
long,  as  a matter  of  fact,  but  I thank  you  for  bearing  with 
me,  and  I hope  it  is  net  all  wrong. 

MR.  WARNER:  I have  two  or  three  questions,  Mr*  Vaughan, 
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of  a somewhat  general  order.  You  have  spoken  of  the  danger 
of  monopoly  that  results  from  competitive  bidding.  That  is 
something  that  we  have  discussed  at  some  length  with  pre- 
vious witnesses.  Do  you  think  there  is  serious  danger  in  the 
engine  business  that  the  advantage  of  incrasing  volume  might 
be  such  as  to  make  the  whole  situation  unstable  and  ultimate- 
ly to  concentrate  all  the  business  in  the  hands  of  one  com- 
pany, if  there  were  unrestricted  competitive  bidding? 

MR«  VaUGHAN:  If  you  depend  solely  upon  competitive 
bidding,  I do.  It  might  be  a process  which  would  not  be 
accomplished  immediately.  But  a man  with  a lot  of  business, 
even  at  dost,  or  a little  above  cost,  is  in  a very  strong 
position  as  compared  with  a man  without  business.  And  we 
had  occasion  just  recently  to  underbid  and  get  a contract 
for  280  Cyclone  engines,  a substantial  order,  and  Pratt  & 
Whitney  did  not  get  any  part  of  that.  They  have  another 
chance  at  it,  but  we  are  in  a stronger  position  because  we 
have  some  business  and  they  have  not.  We  can  therefore  take 
the  next  order  at  a lower  price,  if  conditions  remain  the 
same,  with  labor  and  material,  because  cur  volume  is,  after 
all,  what  is  supporting  it. 

MR.  WARNER;  As  between  yourself  and  Pratt  & Whitney, 
then,  you  think  that  there  is  danger  that  if  one  firm  lost 
out  on  several  orders,  it  would  get  so  far  behind  that  it 
would  never  be  able  to  catch  up  again  and  wculd  gradually  be 


driven  out  of  the  field? 
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MR.  VAUGHAN:  I do  not  knqw  that  it  would  be  driven  out 
of  the  field,  because  that  is  an  awfully  hard  thing  to  do. 

The  history  of  the  companies  in  that  respect  is  that  they  get 
into  trouble,  and  eitte  r they  are  remanaged  or  reorganized, 
or  are  bought  by  somebody,  at  a small  price,  and  they  start 
up  again,  with  the  idea  that  they  will  get  some  money,  and 
they  go  through  this  cycle  until  finally  somebody  puts  them 
on  their  feet,  who  has  enough  money  to  do  so,  or  they  go  out 
altogether. 

MR.  WARNER;  You  think  one  unit  might  become  essentially 
ineffective? 

MR.  VAUGHAN;  Very  ineffective;  yes,  sir. 

MR.  WARNER;  Do  you  think  two  engine  plants  axe  enough 
to  protect  the  interests  of  the  government  ? I understood 
you  to  say  you  did  not.  I want  to  get  that  explicit. 

MR.  VAUGHAN;  That  again  depends  upon  the  amount  of 
business.  If  I were  the  United  States  government,  I would 
want  to  support  as  many  plants  as  I could  support  on  an  inten- 
sive basis  of  development.  If  your  requirements  are  great 
enougn,  I would  say  put  in  another  plant.  Probably  another 
one  will  come  in,  in  any  event,  but  I would  support  it. 

MIR.  WARNER:  What  I am  getting  at  is  this: 

It  happens  that  for  some  time  past  a great  proportion  of 
our  procurement,  the  vast  majority  of  cur  procurement  of 
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engines  has  been  in  air-cooled  engines,  of  400  to  800  horse- 
power. That  might  not  be  a permanent  situation.  It  is 
practicable,  perhaps,  that  other  types  of  engines  will  come 
in.  Do  you  think  it  is  in  general  desirable  that  the  two 
large  companies  now  doing  government  business  should  be 
encouraged  to  take  up  those  new  types  and  diversify  their 
own  lines  or  that  the  creation  of  fundamental  new  types  of 
engines  should  be  taken  as  an  occasion  to  bring  new  companies 
into  the  field?  Is  it  a good  thing,  in  other  words,  if  you 
want  a 1,000  horse-power  liquid  cooler  Diesel,  to  put  it  in 
the  hands  of  one  of  the  existing  companies,  one  of  which 
has  worked  exclusively  on  air-cooled  engines  and  the  other, 
at  least  in  large  measure,  on  air-cooled  engines,  and  on 
relatively  smaller  high  speed  liquid  cooled  engines  in  the 
past  few  years. 

MR.  VAUGHAN;  Of  course,  that  is  a matter  of  personal 
opinion,  but  if  I were  the  government  I would  determine  whe- 
ther or  net  the  engineering  department  of  the  particular 
plants  in  question  have  the  ability  to  absorb  another  develop- 
ment on  top  of  what  they  have  already  got.  In  other  words, 

I believe  if  you  give  one  of  them  too  much  development,  their 
development  will  be  retarded  and  you  will  lose  rather  than 
gain  by  it,  whereas,  if  they  are  starving  for  development 
and  have  nothing  to  develop,  it  would  be  a good  thing  to 
give  it  to  them. 
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MR.  WARNER:  You  see  the  inherent  disadvantages  m the 
introduction  of  a substantial  number  of  certain  types  on 
a production  basis.  It  has  been  suggested  that  there  are 
advantages  in  turning  certain  types  of  development  work  over 
to  a company  like  Allison,  which  goes  in  rather  for  smaller 
scale  development  than  for  production. 

MR.  VAUGHAN:  No,  I believe  very  definitely  that  an 

experimental  department  ought  to  be  a part  of  the  production 

organization,  that  is,  the  experimental  department  ought  to 

develop  what  the  factory  is  going  to  produce,  and  closely 

relate  one  outfit  under  one  roof.  I do  not  think  we  have 

Develop'  ' 

ever  seen  a development  corporation  / anything  practical  in 
a short  time  and  have  it  manufactured  elsewhere.  I thins 
that  the  most  efficient  way  to  dc  it  is  the  way  it  is  being 
done  today,  and  all  over  the  world,  perhaps. 

MR.  WARNER:  Perhaps  I am  excessively  devoted  to 
hypothetical  questions  requiring  statistical  answers,  but  I 
would  like  to  read  a few  questions  which  I put  to  Professor 
0.  A.  Taylor,  when  here  some  time  ago  on  potential  develop- 
ment, and  to  get  your  opinion  on  them. 

I said; 

”If  it  were  to  appear  desirable  that  we  secure  in  this 
country  an  engine  suitable  for  that  ship  in  military  service, 
and  capable  of  giving  about  1250  horsepower,  a liquid  cooled 
engine,  and  a contract  to  that  end  were  to  be  given  to  our 
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two  most  experienced  builders  of  large  engines,  how  long  a 
period  do  you  think  would  elapse  before  we  would  have  an 
engine  ready  for  service  which  would  be  reasonably  compar- 
able to  the  highest  power  European  engine  pef  formsn  ce? 

There  seems  to  be  general  agreement  that  we  have  been 
a little  slow  in  high-powered  liquid  cooled  engines,  when 
taken  in  conjunction  wirh  supercharging. 

How  long  a period  of  development  do  you  think  that  would 

be? 

MR.  VAUGHAN;  Do  you  mean  from  the  time  the  paper  work 
is  started  until  the  time  you  have  passed  the  test  which 
makes  the  thing  you  have  got  an  engine  basioally? 

MR.  WARNER;  That  is  right. 

MR.  VaUGHaN;  Or  until  you  have  an  engine  ready  for 
production? 

MR.  WARNER;  Say  until  you  have  an  engine  ready  f or 
production. 

MR.  VAUGHAN;  Four  years,  I should  say  offhand, 

MR.  WARNER;  Four  years  would  be  required? 

MR.,  VAUGHAN;  Yes,  sir.  That  is  a guess,  and  it  depends 
en-cirely  upon  the  ability  of  the  engineers  that  are  developing 
it,  assuming  that  everything  io  normal. 

MR.  WARNER;  Here  is  another  question  of  the  same  general 
order. 


(Reading;  ) 
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v If  we  were  to  decide  to  resume  the  pursuit  of  the 


world  speed  record,  which  was  discontinued  some  years  ago, 
how  long  a period  do  you  think  would  elapse  before  American 
manufacturers  could  produce  an  engine  with  3000  horsepower 
for  racing  purposes,  assuming  that  that  engine  will  be  given 
the  unlimited  priority  that  such  a development  has  had  in 
certain  European  countries  from  time  to  time?11 

MR.  VAUGHAN;  That  would  be  awfully  hard  to  answer,  Mr. 
Warner,  with  any  accuracy. 

MR.  WARNER:  Would  four  years  be  fair? 

MR.  VAUGHAN;  The  British  did  a very  remarkable  job  in 
a remarkably  short  space  of  time,  and  of  course,  they  had 
the  most  ideal  conditions  and  they  could  spend  all  the  money 
they  wanted,  and  had  no  restriction  on  it  at  all.  I should 
say,  even  though  we  were  given  an  unlimited  amount  of  money 
that  it  would  take  three  or  four  years  for  this  country  to  do 
it  again. 

MR.  WARNER:  Here  is  the  last  question,  which  is  supple- 
mentary to  that,  and  you  may  be  interested  to  know,  incident- 
ally, that  Professor  Taylor  debated  giving  me  a very  direct 
answer,  too. 

(Reading) ; 

f,Do  you  consider  that  there  is  anything  which  is  not 
known  in  this  country  which  is  needed  as  a basis  for  the 
development  of  high  powered  engines  or  of  super  chargers? 
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To  take  a concrete  case,  suppose  that  the  Pratt  & Whitney 
Company,  which  I pick  as  one  never  having  done  any  liquid 
cooled  work,  were  to  start  the  development  of  a high  powered 
liquid  cooled  engine,  and  at  the  same  time  the  Bristol  Com- 
pany, which  also  hasnot  done  any  liquid  cooled  work,  at 
least  for  many  years,  were  to  start  along  the  same  line; 
would  you  consider  the  American  Company  at  a serious  dis- 
advantage because  of  lack  of  any  fundamental  information  in 
the  United  States?” 

MR.  VAUGHAN;  Yes,  I would,  because  I think  it  would  be 
at  a disadvantage,  beoause  they  do  net  know  enough  about 
liquid  cooled  engines  and  have  not  had  the  background. 

MR.  WARNER;  You  think  we  need  more  research  before 
reaching  proper  experience  as  to  design  of  engines  of  that 
type? 

MR.  VAUGHAN;  Of  course,  you  know,  in  designing  our 
experience  has  been  we  have  been  in  it  two  and  a half  years, 
and  we  are  yet  to  run  a 50-hour  test.  We  believe  the  next 
test  will  be  reasonably  successful,  but  the  engine  is  still 
a year  away  in  production* 

MR.  vtfARNER:  Thank  you. 

(Witness  excused*) 

STATEMENT  OF  MR.  HENRY  G.  HOTCHKISS,  ATTORNEY. 

MR.  LANE;  Mr.  Hotchkiss,  in  the  interest  of  brevity, 
§xe  these  records  in  the  Aeronautical  Chamber  of  Commerce 
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Appendix  c,  the  recommendations  which  you  believe  should  be 
made  by  this  Commission  in  amending  the  Air  Corps  Act  of 
1926? 

MB.  HOTCHKISS;  I do.  That  is  so. 

MR.  LANE:  They  I assume  were  drawn  by  you? 

MR.  HOTCHKISS:  I am  Chairman  of  the  Legal  & Legislative 
Committee  of  the  Chamber,  and  that  committee,  in  connection 
with  the  other  committees  of  the  Chamber,  collaborated  in 
the  drawing  of  the  suggested  amendments. 

MR.  LANE;  Now  have  you  any  suggestions  that  are  not 
embodied  in  this  appendix? 

MR.  HOTCHKISS:  No,  the  appendix  gives  what  we  think  is 
the  minimum  legislative  change  in  the  Procurement  Aot,  and 
the  arguments,  if  there  be  any  which  need  it,  also  appear 
in  that  appendix. 

MR.  LaNE;  These  recommendations  which  you  have  made, 

I take  it  have  been  without  consulting  either  the  army  or 
navy? 

MR.  HOTCHKISS;  That  is  true,  yes,  so  far  as  the  wording 
8 is  concerned. 

MR.  LANE:  Certain  officials  who  have  appeared  before  us 
have  been  verious  anxious  not  to  attempt  to  amend  the  Air 
Corps  Act  of  1926,  for  the  reason  that  they  say,  with  the 
tendency  of  Congress,  if  any  attempt  is  made  to  amend  this 
Act,  that  it  is  very  apt  to  be  thrown  wide  open  and  a great 
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many  amendments  put  on  and  the  Act  ruined.  I take  it  that 
the  industry^  point  of  view  is  slightly  diffeient  from  that. 

MR.  HOTCHKISS?  You  will  observe  that  the  industry  has 
endeavored  to  limit  the  number  of  suggested  changes  to  the 
smallest  possible  compass,  and  the  reason  for  that,  and  the 
reason  for  insisting  on  any  change  is  that,  as  we  understand 
its  is  that  at  the  present  time  the  interpretation  of  the 
Air  Corps  Act  of  1936  is  such  as  I think  to  substantially,  if 
not  entirely,  preclude  the  negotiated  contract. 

MR.  LANE?  As  I understand  it,  there  is  a difference  of 
opinion  between  the  Adjutant  General  of  the  Army  and  of  the 
Navy  on  that  particular  question. 

MR.  HOTCHKISS:  I will  put  it  this  way:  I understood 
there  was  that  difference,  in  fact,  there  ha®  been  an  old 
difference  between  the  two,  as  to  which  section  should  apply, 
but  more  recently  the  Comptroller  General  has  made  a ruling 
which  is  3 us t exactly  that;  that  the  only  quantity  orders 
that  can  be  given  are  by  sealed  competitive  bid  under  Section 
"DH. 

MR.  LANE:  I do  not  know  whether  this  is  a fair  question, 
and  if  it  is  not,  you  have  a perfect  right  to  refuse  to 
answer  it:  on  behalf  of  the  industry,  have  you  passed  upon 
the  right  of  the  Comptroller  General  to  make  such  a ruling? 

MR.  HOTCHKISS:  Without  consulting  the  other  members  of 
the  committee,  my  own  personal  opinion  is,  it  is  expressly 
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ruled  out  by  the  statute  which  he  considers. 

MR.  LANE:  That  negotiated  dealing  is  ruled  out? 

MR.  HOTOHKISS:  No.  I consider  that  the  Comptroller 
General* s competency  to  pass  upon  it  is  expressly  ruled  out 
by  the  very  statute  which  he  interprets  in  part. 

MR.  WARNER;  where  is  that? 

MR.  HOTCHKISS:  I take  it  that  the  Air  Corps  Act  gives 
the  Secretaries  of  War  and  Navy  the  plenary  right  to  decide, 
notably  under  Sections  and  “K"  , without  reference  to  any 
other  authority.  I think  they  intended  that.; — 

MR.  WARNER:  In  Section  nTw  it  very  expressly  excludes 
any  authority  except  the  Federal  Court.  I did  not  know  it 
did  it  anywhere  else. 

MR.  HOTCHKISS:  I think  it  does  it  in  both  "K"  and  "3”, 

I think  you  will  find.  (Examining  Act).  Yes,  it  does,  if 
that  is  important.  It  says  the  secretary  of  either  service 
shall  be  the  sole  judge.  I know  it  says  that  in  'V  • In 
n$n  the  action  of  the  Secretary  of  War  or  Navy  in  each  such 
case  shall  be  final  and  conclusive. 

MR.  LANE;  Is  it  your  opinion  that  the  Comptroller  Gen- 
eral is  without  authority  to  make  a ruling  on  that? 

MR.  HOTCHKISS:  That  is  my  opinion. 

MR.  LANE:  Has  your  opinion,  or  the  indis  try's  opinion  - 
not  to  make  it  yours  personally  — * been  discussed  and  gone 
over  with  the  acts  in  general  of  either  the  Army  or  the  Navy? 
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MR.  HOTCHKISS:  I dc  net  think  ec.  I do  net  believe 
that  it  has. 

MR.  LaNE:  The  Chamber  has  taken  no  steps  in  behalf  of 
the  industry  to  persuade  the  Adjutant  Generals  of  either  ser- 
vice that  one  was  right  and  the  other  was  wrong? 

MR.  HOTCHKISS:  Yes,  I believe  that  that  has  been  done. 

I personally  have  not  had  that  duty,  but  I think  that  the 
matter  has  been  discussed  on  behalf  of  the  Chamber  with  the 
Judge  Advocate  General,  with  one  or  both  cf  the  services. 

I might  add  that  I am  infoirmed  that  competent  or  otherwise, 
the  opinion  of  the  Comptroller  General  has  had  a very  per- 
suasive effect  upon  the  action  of  both  services  and  notably 
the  navy,  toward  which  it  was  directed. 

MR.  LANE:  I think  they  have  adopted  a policy,  as  a 
temporary  measure,  until  something  permanent  can  be  decided. 
That  is  the  understanding  which  was  given  to  me.. 

MR.  HOTCHKISS:  It  may  be  temporary,  but  it  is  all- 
embracive  for  the  moment. 

MR.  Lane:  That  is  all  I have. 

MR.  WARNER;  I have  nothing  further,  I think,  unless 
you  have  something  further  to  observe,  Mr.  Hotchkiss,  on  the 
matter  of  the  patent  clause.  I am  not  sure  that  you  have 
said  everything  that  you  cared  to  when  it  was  entered  into 
very  casually  in  Mr.  Vaughan *s  testimony.  In  your  proposal 
as  to  the  extent  to  which  a right  is  conveyed  under  an 
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employed  contract,  you  said  it  was  variable,  I think,  and 
should  be  considered  in  every  separate  case,  in  any  event, 

I suppose  there  is  nothing  in  the  common  law  or  elsewhere 
to  prevent  a purchaser  of  an  article  from  specifically  waiv- 
ing it  to  the  extent  that  he  elects? 

MR.  HOTCHKISS;  No,  I think  not.  Whatever  right  he  may 
have,  he  has  the  right  to  waive. 

MR.  WARNER:  So  that  the  specific  terms  of  the  contract, 
if  any  specific  terms  be  used  in  the  contract,  will  be  con- 
trolling? 

MR.  HOTCHKISS:  So  I understand. 

MR.  WARNER:  Either  as  to  the  acquisition  of  an  exclu- 
sive license  by  the  government  or  as  to  the  non- acquisition 
or  as  to  an  arrangement  whereby  the  value  of  the  patents 
that  may  develop  in  the  course  of  the  work  will  be  arbitrated 
or  royalty  paid,  or  whatever  you  like? 

MR.  HOTCHKISS:  That  is  so. 

MR.  WARNER;  All  that  could  be  put  into  a oontract? 

MR.  HOTCHKISS:  Certainly. 

MR.  WARNER:  I have  nothing  else. 

THE  CHAIRMAN:  Anything  else,  Mr.  Hunsaker? 

MR.  HUNSaKER:  Yes,  sir*  Why  does  net  the  cross  licen- 
sing agreement,  in  which  the  government  is  a participant, 
take  care  of  the  patent  situation?  Why  do  we  have  to  have 


patent  clauses  at  all?. 
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MR.  HOTCHKISS:  Commander , I think  that  the  cross 
license  agreement  is  an  answer  to  a great  many,  if  not  all, 
of  the  patent  problems.  I am  not  entirely  up  to  date  on  the 
situation,  and  the  manufacturers  aircraft  people  will  no  doubt 
later  correct  me,  when  they  come  on. 

MR.  HUNSAKER:  They  are  going  to  discuss  that  question? 

MR.  HOTCHKISS:  Yes,  but  I understand  for  the  moment  the 
government  declines  to  consider  the  proposed  recent  cross 
license  agreement,  the  gist  of  which  is  to  give  a very  small 
royalty,  make  a very  small  royalty  payable,  and  try  to  get  an 
all-embracive  policy,  to  use  an  unfortunate  word,  on  patents. 
The  government  has  declined  to  consider  that  and  regards  it- 
self as  a member  of  the  existing  cross  license  agreement,  to 
the  extent  of  having  a free  license,  under  whatever  patents 
are  covered  thereby,  but  again  decline sjto  make  any  payments  of 
any  royalties  towards  the  upkeep  of  it, whatever  the  cost  of 
taking  it  may  be. 

I confess,  not  having  been  party  to  those  negotiations, 

I do  not  know  the  reasons.  It  always  has  seemed  to  me  that 
it  was  a clear  answer  to  your  patent  difficulties.  Of  course, 
broadly  speaking,  as  you  know,  the  cross  license  agreement 
applies  to  the  airplane  patents  and  does  not  apply  to  the 
engine  patents.  That  is  historically  true  today.  I do  not 
know  why  they  do  not  join. 

MR.  HUNS AKER:  I would  presume  that  if  they  had  a free 
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license,  by  virtue  of  their  contrasting  policy,  they  do  not 
need  to  belong  to  the  cross  licensing  agreement. 

MR,  HOTCHKISS:  They  say  they  are  still  a member.  There 
is  an  existing  one  in  force,  which  gives  them  a license  on 
patents  up  to  date.  They  say  that,  and  theim  option  holds, 
whether  they  want  to  get  a license,  on  what  they  call  after- 
acquired  patents.  They  have  never  yet  elected  to  seek  to 
offer  an  option  which  would  entail  the  payment  of  some 
royalty,  possibly  because  they  f eel  they  have  already  gotten 
them  under  the  patent  forcing  clause,  as  I consider  it. 

MR.  HUNSaKER;  But  the  cross  licensing  agreement  of  the 
manufacturers  aircraft  does  not  solve  any  difficulties  with 
regard  to  the  engine  situation? 

MR.  HOTCHKISS:  Not  unless  the  agreement  was  enlarged 
to  include  that  group. 

MR.  HUNSAKER:  Do  you  believe  that  would  be  a practical 
thing  to  do? 

MR.  HOTCHKISS;  As  a matter  of  technique,  I see  no  par- 
ticular reason  why  it  should  not  be,  but  I would  rather 
discuss  that  matter  with  the  engine  people  before.  I do  not 
knew  that  there  is  any  objection  to  it. 

MR.  HUNSAKER;  Mr.  Vaughan,  would  cross  licensing  be 
practical  in  the  engine  field,  as  the  competitive  industry 
now  stands? 

MR.  VaUGHAN:  I should  think  it  would  be,  in  that  it  has 
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,36hh  " worked  cut  very  well  in  the  airplane  field,  and  after  all, 
basically,  it  is  the  same. 

MR.  HOTCHKISS;  I think  the  only  reason  originally  was 
that  the  airplane  patents  werd  important  and  were  supposed  to 
be  controlling,  and  at  that  time  the  alleged  engine  patents 
were  of  lesser  importance.  That  is  the  only  reason  why  they 
were  not  originally  included,  that  I know  of.  There  were 
two  basic  patents  to  start  with,  which  were  in  conflict,  and 
the  engine  patents  ~~ 

MR.  VAUGHAN  (interposing);  Most  of  the  real  development 
has  occurred  since  that  time? 

MR.  HOTCHKISS:  Probably  the  patents  at  that  time,  if 
any,  were  in  the  automobile  field. 

MR.  HUNSAKER:  My  understanding  is  that  the  patents  did 
net  take  in  the  engine  people,  but  relative  to  the  design 
information,  production  information,  tolerances,  specifica- 
tions, and  things  which  are  not  patentable,  but  things  which 
are  included  in  production  information  and  design  facts,  and 
that  various  people  were  quite  interested  iin  holding  onto 
that. 

MR.  HOTCHKISS;  In  any  event,  assuming  that  to  be  so, 

10  Commander,  that  does  not  affect  the  possibility  of  your  cross 

licensing  of  patents.  Cross  licensing  of  patents  means  just 
that.  It  does  not  mean  exchange. 


MR.  HUNSAKER;  At  the  time  the  manufacturers  aircraft 
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agreement  was  drawn  up,  there  was  not  much  interest  in  engine 
patents. 

MR.  HOTCHKISS:  The  policy  was  not  to  have  patents. 

MR.  HUNS AKER:  As  I understand  it,  there  was  jealousy 
between  the  engine  makers  as  to  their  design  rights. 

MR.  HOTCHKISS:  That  may  be. 

MR.  VAUGHAN:  I never  heard  of  it.  You  mean  that  is 
the  reason  we  stayed  out  of  any  cross  license  agreement? 

MR.  HUNS AKER:  Yes. 

MR.  VAUGHAN:  I never  heard  of  any  jealousy  as  to 
patents  between  us. 

MR.  HUNS AKER;  Not  as  to  patent^but  Packard,  Hall-Soot t, 
Curtiss  and  Hispana,  turning  in  all  they  had,  and  they  did  not 
know  what  they  had,  and  they  did  not  want  any  shifting  of 
engines  about. 

MR.  VAUGHAN;  I do  not  know  about  that,  Commander.  All 
I know  is  that  most  of  the  patents  of  any  value  have  been 

developed  within  the  last  seven  or  eight  years,  six  years, 
maybe . 

MR.  HUNSAKER:  There  were  patents  on  the  old  Curtiss 
engine  as  to  dry  sump. 

MR.  VAUGHAN:  Yes,  I think  there  were. 

MR.  HUNSAKER:  And  patents  on  the  slip  Hispana,  which 
were  thought  to  be  controlling  at  that  time. 

MR.  VAUGHAN:  There  were  a few  patents  which  were  trans- 
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MR.  HOTCHKISS:  The  dry  sump  was  one  that  was  present. 

MR.  VAUGHAN:  That  has  expired,  evidently,  because  the 
marine  engine  is  using  it,  and  everyone.  I did  net  know  what 
it  was,  I am  ashamed  to  say. 

MR.  HOTCHKISS:  I see  no  reason  why  a fair  scheme  of 
cross  licensing  could  not  be  had. 

MR.  HUNSaKER:  You  think  it  is  practicable  in  the  pre- 
sent state  of  things  to  form  a somewhat  extended  cross 
license  agreement  to  include  engines? 

MR.  HOTCHKISS:  I should  think  so. 

MR.  UNSAKER:  If  this  were  done,  the  patent  clause  could 
be  omitted  from  the  army  and  navy  contracts? 

MR.  HOTCHKISS:  That  would  solve  it  measurably  for  those 
who  join  it,  and  I assume  it  would  be  practically  all- 
inclusive. 

MIR.  HUNSAKER:  There  is  one  obvious  proposition  which 
occurs  to  you,  after  hearing  untold  reams  of  discussion  on 
patents,  price,  and  clauses,  and  when  you  read  about  a cross 
license  agreement,  and  it  seems  to  be  that. 

MIR.  HOTCHKISS:  I quite  agree.  My  only  amazement  is  that 
the  army  and  navy  seem  to  be  rather  — not  seem  to  be,  but 
are  loath  to  enter  into  a practical  present-day  working  cross 
license  agreement.  I do  not  know  why.  It  seems  it  is  to 
the  interest  of  all  concerned. 
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THE  CHAIRMAN;  Thank  you  very  much,  Mr.  Hotchkiss. 

(Witness  excused. ) 

(Whereupon,  an  adjournment  was  taken  at  4;45  p.  m* , 
until  tomorrow  morning  at  9; 30  o1 clock.) 
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THE  CHAIRMAN.  All  right,  Mr.  Grumman,  we  will  be 
very  glad  to  hear  from  you. 

STATEMENT  OP  LEROY  R.  GRUMMAN,  PRESIDENT 
OF  THE  GRUMMAN  AIRCRAFT  ENGINEERING 
CORPORATION. 

MR.  GRUMMAN.  I submitted  a written  brief,  including 
recommendations. 

THE  CHAIRMAN.  We  have  that,  Mr.  Grumman. 

MR.  GRUMMAN.  In  sending  that  in,  I said  I would  not 
have  any  further  recommendation  except  I would  be  here  to 
answer  any  questions. 

THE  CHAIRMAN.  Mr.  Grumman,  we  all  have  your  brief, 
which  we  received  yesterday,  and  suppose  in  a general  way 
you  stress  the  high  points. 

MR.  LANE.  For  the  purpose  of  the  record,  will  you 
give  us  your  present  and  past  connection  with  aeronautics, 
Mr.  Grumman. 

MR.  GRUMMAN.  At  present  I am  president  of  the  Grum- 
man Aircraft  Engineering  Corporation,  Farmingdale.  Prior 
to  that  I was  general  manager  of  the  Loening  Aeronautical 
Engineering  Corporation,  New  York  City.  That  was  from 
about  1920  to  1929,  I believe.  Before  that  I was  a pilot 
in  the  Navy.  I enlisted  in  the  Navy  during  the  War  and 
learned  to  fly,  and  I went  to  Massachusetts  Institute  of 
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Technology  and  studied  under  Professor  Warner  aeronautical 

engineering,  and  then  went  "back  in  the  Navy.  I stayed  in 

the  Navy  until  1920,  when  I went  with  the  Loening  Company. 

THE  CHAIRMAN.  You  were  under  Dy.  Warner  at  M.I.T.? 

MR.  GRUMMAN.  Yes,  sir. 

THE  CHAIRMAN.  You  ought  to  know  a lot  about  it. 

MR.  GRUMMAN.  I should. 

MR.  WARNER.  It  might  be  well  if  you  would  summarize 
your  recommendations  and  give  a brief  argument  for  those 
which  you  think  most  important. 

MR.  GRUMMAN.  The  first  which  I made  is  that  I made 
a general  recommendation  as  to  the  procurement  of  aircraft, 
and  that  recommendation  was  that  the  aircraft  law  be  so 
modified  as  to  permit  a continuation  of  a system  which  the 
Bureau  of  Aeronautics  had  developed  during  the  past  year, 
which  we  found  to  be  very  satisfactory.  I refer  particular- 
ly to  the  Bureau  of  Aeronautics  system,  because  for  the 
last  four  or  five  years  we  have  dealt  with  no  other  Govern- 
nent  bureau,  and  I am  probably  considerately  out  of  touch 
with  the  others. 

THE  OHAIRMAN.  Briefly,  what  is  your  understanding  of 
the  system  to  which  you  refer? 

MR.  GRUMMAN.  That  is  outlined  in  paragraph  2 of  the 
brief  which  I submitted.  The  general  method  would  be  this: 
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To  hold  design  competition  for  the  type  of  airplane  which 
they  desire,  and  then  award  contracts  to  build  experimental 
airplanes,  which  are  shown  up  to  be  the  best  in  the  design 
competition. 

THE  CHAIRMAN.  Award  contracts  by  competitive  bid  or 
by  negotiation? 

MR.  GRUMMAN,  I think  that  competition  has  got  to  be 

more  or  less  limited  to  the  design  part  of  it. 

THE  CHAIRMAN.  Than  the  contract? 

MR.  GRUMMAN.  Than  on  the  contract  you  would  have  to 
use  negotiation. 

THE  CHAIRMAN.  All  right. 

MR.  GRUMMAN.  Then,  of  course,  the  winner  of  the  de- 
sign competition,  of  the  airplane  found  to  be  the  best, 
they  would  have  to  procure  by  negotiation  with  the  company 
or  companies  that  produced  that  design. 

MR.  HUNS AKER.  Mr.  Grumman,  in  that  connection,  do 

be 

you  recommend  that  the  design  corape tition/by  formal  competi- 
tion, as  specified  in  the  law,  or  informal  competition, 
where  competition  is  invited  from  t hose  concerns  that  would 
be  interested? 

MR.  GRUMMAN.  I am  afraid  I do  not  know  the  full  dis- 
tinction t here,  but  I should  think  that  as  long  as  — 

MR,  HUNSAKER.  What  kind  uf  design  competition  in  the 
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last  four  years  have  you  entered? 

MR.  GRUMMAN.  We  have  received  — it  may  have  been 
informal,  I do  not  know  — we  have  received  a notice, which 
I understood  was  broadcast  throughout  the  industry,  that 
the  Navy  was  interested  in  a certain  type  of  airplane,  and 
would  like  to  have  a design  submitted  by  a certain  date, 
and  we  have  gone  in  on  one  or  two  occasions. 

MR.  HUNSAKER.  This  was  not  a public  advertisement? 

MR.  GRUMMAN.  I do  not  believe  it  was. 

MR.  HUNSAKER.  In  which  a board  was  nominated  to  in- 
form you  on  certain  features  of  that  design,  and  you  were 
told  in  advance  what  those  were? 

MR.  GRUMMAN.  No,  we  were  not.  I understand  the  Army 
is  using  such  a system  now,  but  wewre  not  notified  as  to 
that. 

MR.  HUNSAKER.  You  were  notified  to  submit  a design? 

MR.  GRUMMAN.  We  were  notified  to  submit  a design 
and  they  would  determine  what  was  the  best  design,  and 
they  intended  to  award  one  or  two  experimental  contracts 
as  a result  of  that  competition. 

MR.  HUNSAKER.  Did  you  ever  enter  one  of  these  com- 
petitions and  receive  nothing  for  it? 

MR.  GRUMMAN.  We  have  not  as  yet,  no,  sir. 

MR.  HUNSAKER.  You  have  always  received  something? 
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MR.  GRUMMAN.  We  have  only  gone  into  one  or  two. 

MR.  HUNSAKER.  T hoee  one  or  two  ifoich  you  went  into 
resulted  in  an  experimental  order? 

MR.  GRUMMAN.  Yes,  sir. 

MR,  HUNSAKER.  Did  you  get  paid  for  the  design? 

MR.  GRUMMAN.  We  were  awarded  an  experimental  contract, 
as  a result  of  which  they  paid  for  the  first  airplane, 

MR.  HUNSAKER,  Th©  design  itself  was  not  purchased  as 

such? 

MR,  GRUMMAN.  No,  sir,  as  a result  of  that  we  built 
them  one  airplane,  for  which  they  paid  us, 

MR.  HUNSAKER.  Your  purpose  in  going  into  the  design 
competition  was  in  the  hope  of  getting  the  airpiane? 

ICR.  GRUMMAN.  In  the  hope  of  getting  the  airplane. 

MR.  HUNSAKER,  And  after  that  to  build  more  of  them? 

MR.  GRUMMAN.  I do  not  think  there  should  be  anything 
further  than  that. 

MR. WARNER.  You  do  not  believe  in  the  type  of  design 
competition  in  which  anybody,  whether  or  not  they  have  a 
factory,  is  invited  to  come  in  and  submit  drawings  and  cal- 
culations, with  the  idea  that  he  can  sell  his  design,  if 
he  happens  to  be  a winner  on  that  submittal? 

MR,  GRUMMAN.  I do  not  believe  it  is  practical  to 
sell  a design,  the  way  it  would  be  submitted.  It  is  just 
a few  lines  on  paper, after  all.  It  is  the  ability  of  the 
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engineering  personnel  in  that  organization  to  produce  that 
into  an  airplane,  that  is  just  as  much  important  as  what 
they  have  down  on  paper  at  that  time. 

MR.  LANE.  You  do  not  believe  that  a design  competi- 
tion, where  any  prizes  in  the  way  of  cash  are  offered  for 
a design  and  completed  drawings  for  an  airplane,  would  be 
of  any  value  to  the  Government? 

MR.  GRUMMAN.  I do  not  think  it  would  be  of  any  value 
to  the  Government  because  the  state  of  the  development  of 
that  deagn  at  that  time  would  not  be  of  any  use  to  a dif- 
ferent set  of  engineers,  in  a different  organization, 
in  producing  it. 

MR.  LANE.  Then  would  y&u  limit  design  competition  to 
those  estafcl  ishments  which  have  the  organization  back  of 
them  to  produce  the  airplane  after  design  competition? 

MR.  GRUMMAN.  I think  it  is  necessary  to  build  the 
design  to  prove  it  out,  yes,  sir. 

MR.  LANE.  In  other  words,  that  nobody  should  submit 
a design,  or  be  allowed  to  compete,  unless  they  were  cap- 
able of  producing  the  airplane,  if  awarded  first,  second, 
or  third  place? 

MR.  GRUMMAN.  The  point  I am  trying  to  make  is  — 

MR. LANE.  In  other  words,  it  has  been  suggested  to 
us,  Mr.  Grumman,  that  there  are  two  different  methods  of 
design  competition:  One  might  be  thrown  open  to  any  com- 


■ ■ • • f » • '•  ■ > ; 


■ „!•  -i  ;■  ■ f.  v,  - V.  • > • 


, 


, v V t ,!•  • • 1 »-  . . ..  ir  i 


s : 


•T  •: 


' I.  ' - 


- 


u 


. - ./  v . 


.0.:. !fr.;  W 'W' ■ ' •: i ..  ..v  •.;% 

■ ■*;  f ••  -■  •, v~. 

’■.V  :■  ' ."v  . ' ’ • ’ ’ ■:  { r : 'W'-  ■ <"  . 

. ’• _ ; • .-_>v  • ;v 

* , »•  *•  t-.1  . t \ * • (•  > •• 


i. 


...  • • *■'  • 


. . - - 


, 

■ , *> 


i'/j;  ' ''  V"  •/.'  V •••  • ■ .V  >U:  ; ' ■ 


> 1 ■ ■ ■ . ■ • • . I • - ‘ • 


.*  ,, . ..  . • •• 
...  ..  ..;  • \ . .. 


. • • : Vv..  •.  • • . • ^ i.  *w  '•  ;-;;i v*v  ' .'i  •"r 

; • , •;  ■ V.  VL  ?.■  v-y;-- ;;y : 

n ■ ■ ■ • ■■■•  ‘ ■ ' 

« • ' • ’ • • 

■ ’i  ’ • •'/  r * -..*••>  .•  -.c'-  : * ’ *"  / ■ *;* . ’•  "}*'*  v 

. v V ■ ; . S • .»>  V ; • 

‘ ;V  • 'T  »;  *>  ^ V f . ‘J*  ••  ’ J 

1 ' * v'  **  • • ' J * *•  " 1 v .«*■,.  » " 

, > *.  V ... 


.. 


"•  , ;o-;;  •. 


•'  1 ; ’i  ■ ’ ■ f.iVvv 


< ‘ 


d8 


3749 

pany  with  a drafting  board,  and  one  might  be  limited  to 
those  people  who  are  in  the  aeronautical  industry,  who 
have  in  their  possession  at  the  time  the  competition  takes 
place  the  physical  and  financial  ability  to  actually  pro- 
duce the  airplane  corresponding  to  the  design  that  they 
submit,  How,  from  your  point  of  view  and  based  on  your  ex- 
perience, tfhich  of  the  ti©  would,  from  the  Governments 
point  of  view,  or  the  industry* s point  of  view,  be  more  sat- 
isfactory, and  why? 

MR.  GRUMMAN.  I think  the  man  submitting  the  design 
should  be  prepared  to  build  or  have  built  that  design, 
to  stand  back  of  the  actual  building  of  it.  Because  a lot 
of  people  could  submit  a very  beautiful  picture  on  paper, 
and  no  one  in  the  world  could  build  it,  and  yet  he  could 
claim  that  it  could  be  built  and  show  beautiful  performance 
figures,, 

MR.  LANE.  Would  it  be  reasonable  for  the  Government 
t o require  a bond  at  the  time  of  submitting  designs,  guaran- 
teeing to  the  Government  the  ability  to  build  the  airplane 
and  guaranteeing  minimum  performance  figures  for  the  design? 

MR.  GRUMMAN.  That  would  be  all  right,  although  under 
the  method  I propose,  the  winners  of  your  design  competi- 
tion would  be  awarded  a contract  to  build  that  airplane, 
and  either  they  build  it  or  they  do  not  build  it.  If  they 
say  they  cannot  build  it,  they  do  not  get  the  contract,  and 
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it  goes  to  the  next  best  one. 

MR.  LANE.  That  is  true,  but  they  might  also  hold  up 
the  Government  for  six  or  eight  months  or  a year  in  an 
attempt  to  build  an  airplane  ihich  they  could  not  build. 
Therefore,  the  Government  would  be  ;out  a good  deal  of 
time  — - 

MR.  GRUMMAN.  That  i s t rue. 

MR,  LANE.  (Continuing)  And  probably  some  money  and 
a good  deal  of  pa  tience. 

MR.  GRUMMAN.  I see  no  objection  to  making  that  a re- 
quirement. 

MR.  LANE.  From  your  experience,  have  you  had  any 
experience  with  bonding? 

MR,  GRUMMAN.  Yes,  it  is  difficult  to  get  bonds,  very. 

MR • LANE.  That  is  what  I mean.  Do  you  think  it 
would  be  feasible,  from  your  point  of  view  as  an  individual 
to  obtain  a bond  from  a bonding  company,  at  reasonable 
figures,  guaranteeing  to  the  Government  reimbursement  if 
your  design  was  unsuccessful,  after  being  built? 

MR.  GRUMMAN.  From  our  experience,  we  would  prefer 
that  no  such  requirement  be  made,  because  even  with  our 
conpany,  which  has  built  hundreds  of  airplanes,  we  might 
have  difficulty  in  getting  a bond  like  that.  These  bond- 
ing companies  are  not  particularly  anxious  to  write  un- 
usual bonds.  They  are  not  anxious  to  write  even  bonds  for 
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It  seems 


ordinary  Government  contracts  for  airplanes, 
they  would  rather  not  have  that  business. 

the 

MR-  LANE.  Do  you  think  it  would  be  in/ interest  of 
the  Government  to  limit  the  competition  to  an  approved 

list  of  manufacturers,  so  to  speak,  and  to  require  the  itin- 
erant engineer  who  wishes  to  submit  a design  to  submit  his 
design  through  one  ofi.  the  approved  list? 

MR.  GRUMMAN.  No, sir,  I do  not  think  you  ought  to 
limit  it  to  an  approved  list,  for  this  reason:  That  a new 
company  might  have  perfect  facilities  to  build  an  airplane, 
and  they  might  have  a design  which  would  be  desirable  to 
build,  and  I would  not  like  to  shut  out  such  a case. 

MR.  LANE.  It  would  be  possible,  however,  to  have 
one  of  the  requirements  of  the  approved  list,  that  they 
have  actually  produced  one  or  more  airplanes  prior  to 
entering  into  such  competition? 

MR.  GRUMMAN.  That  is  true,  that  might  be  done. 

MR. LANE.  And  they  would  have  to  invest  their  own 
capital  in  their  first  model  for  the  purpose  of  proving 
to  the  satisfaction  of  the  Government  that  they  could  pro- 
duce satisfactory  types  of  airplanes? 

MR*  GRUMMAN.  Yes,  sir. 

MR.  LANE.  Would  that  be  a reasonable  requirement? 

MR.  GRUMMAN.  I think  that  would  be  reasonable. 
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MR.  LANE.  In  other  words,  there  is  a question  which 


arises  as  to  what  constitutes  capability  o f producing. 

Mr.  A can  come  along  and  submit  to  the  Bureau  of  Aeronautics 
a financial  statement,  or  a bank  book,  which  says  that  he 
has  so  many  thousands  of  dollars  in  the  bank,  which  after 
all  is  the  real  basis  for  discovering  as  to  whether  or  not 
he  is  capable  of  building  it,  because  he  can  buy  factories 
and  buy  plane  • 

MR.  GRUMMAN.  Tee, sir. 

MR. LANE.  That  experience  is  something  which  probably 
he  cannot  buy  as  easily#  New,  should  the  competitor  be 
put  in  a position  where  he  must  have  actually  produced  some- 
thing, or  should  it  be  thrown  wide  open  to  any  itinerant 
e ngineer? 

MR.  GRUMMAN.  That  is  a matter,  I should  think,  that 

could  be  left  to  the  judgment  of  the  men  in  your  procure- 
ment agencies,  because  my  next  recommendation  is  that  you 
have  the  highest  possible  type  of  men  thereAnd  their  judg- 
ment should  be  utilized  in  a case  like  that. 

MR.  LANS.  That  is  a very  easy  thing  to  write  down 
as  a recommendation  but  a rather  hard  thing  to  write  the 
specifications  for  a continuing  policy. 

MR.  GRUMMAN . I know  that  is  true.  However,  any 
rule  which  you  make,  that  is,  unless  you  make  a rule  that 
a company  must  build  an  airplane, then  they  can  go  out  and 


; -i  ..  • - 


1/  '•  , 


■ ■'  ■ ■ - 


■ uc 


. 


iiU : 


; *>  ci  :.  v,  i ’ . ■ i 


' ; ■ I?  • / .•  • 


■ 


• > - . . • 


. •' 


,1 


••  » •• ; 


.•  i 


• ■ ■ • • .... 


. t ' 


u6 


W 


. t ■ ■ ■ ’ • • • 


. 


■ ■ ■'  • ■ ■ . 1 i.  ■'  ' ■ I 


•'.v  , 


W: 


! • /•:'  ( ■ 


o V 


■ 


' ' l.  ‘ .1.7 


f v ::  f >'&■>  v/D  "• 


! ■ T & - .Biff 


' 8 . ' . ' 

?V  ' ' ' i ■ ft  III  ft  ...  . ■]  V: U ii  \;  .-.V  ■ V : .$ 


dl2 


3753 

bui}ii  the  cheapest  kind  of  airplane,  costing  $2,000,  and 
claim  they  complied. 

MR,  LANE.  It  might  be  a service  type.  That  might  be 
a requirement. 

MR.  GRUMMAN.  That  would  be  rathsx  a hardship,  to 
make  a company  build  a service  type  of  airplane  just  for 
the  sake  of  complying  with  this  requirement. 

MR.  LANE.  The  other  method,  wherein  the  engineer 
submits  a design  which  is  approved  and  wins  the  prize, 

thereby  taking  an  experimental  contract  for  the  production 
of  such  a design,  means  he  starts  to  work  and  builds  up  a 
new  factory  in  competition  with  the  existing  ones  which 
seems,  to  a certain  extent,  to  make  for  turnover  in  the  in- 
dustry every  so  often  and  its  personnel,  and  that  same 
fellow  will  not  win  later,  but  a new  fellow  will  come  along 
all  the  time,  and  the  result  is  you  are  washing  out  one 
and  building  a new  one,  somewhat  at  Government  e®>  ense. 

It  does  not  seem  very  sound  when  you  look  at  it  that  way? 

MR.  GRUMMAN.  No,  it  does  not.  I have  not  thought 
about  it  in  that  angle,  that  an  individual  could  step  in 
with  a new  design,  and  I still  think  it  is  rather  unlike- 
ly that  hie  design  would  be  better  than  an  organized  con~ 
cern  specializing  in  that,  and  I still  think  you  must  rely 
on  the  judgment  of  the  men  in  your  procurement  agencies  in 
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MR.  LANE.  But  is  it  not  likely  and  very  possible 


dl3 

that  the  brilliant  engineer  of  the  large  organization 
sees  a competition  along,  and  he  is  ambitious  to  get  into 
business  for  himself > and  therefore  he  steps  out  of  the 

large  . organization  and  enters  the  competition  with 
the  b&ains  and  experience  which  have  heretofore  been  de- 
voted to  the  big  organization,  and  gathers  about  him  two 
or  three  other  unemployed  engineers,  and  enters  the  com- 
petition and  wins  it,  and  then  goes  into  business  at  Govern- 
ment expense,  competing  with  the  organization  which  he 
was  formerly  employed  by. 

MR.  GRUMMAN.  That  certainly  would  not  be  very  desir- 
able. 

MR,  LANE.  If  ycu  throw  your  competitions  wide  open, 
is  that  not  the  natural  result  over  a period  of  years? 

MR.  GRUMMAN.  I imagine  it  would  be,  and  you  are  prob- 
ably right,  in  that  you  need  some  sort  of  restriction 
there,  either  that  the  company  should  have  organized  for 
a certain  length  of  time,  or  should  have  done  something. 

MR.  LANE.  Or  have  some  entrance  fee. 

MR.  GRUMMAN.  I have  not  thought  of  that  angle,  so 

that  I would  not  want  to  make  recommendations  in  connec- 
tion with  it. 

MR.  HUNS AKER.  What  do  you  think  of  the  suggestion 
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that  a manufacturer  of  commercial  planes  for  private  owners 

might 

cheap  little  airplanes,  who  had  ambition^'  /to  break  in.  on 
Navy  business?  How  could  he  break  in?  Does  he  need  any 
further  qualification  than  the  fact  that  he  had  been  in 
business  the  last  seven  or  eight  years  and  has  made  a large 

number  of  cheap  airplanes,  but  made  them  well? 

MR.  GRUMMAN.  I think  a great  many  of  them  would  not 
need  further  qualifications,  but  some  might.  I think  some 
of  the  companies  making  commercial  airplanes  are  very  well 
qualified.  They  have  got  a lot  to  learn  about  Government 
methods,  and  so  forth,  which  is  going  to  cost  them  a lot  of 
money,  but  I think  they  can  do  the  job. 

MR.  HUNSAKER.  Do  you  think  the  design  methods  should 
include  such  builders,  without  further  qualification,  or 
should  they  be  required  to  show  the  building  of  ships  of 
that  type  in  their  experience? 

MR.  GRUMMAN.  I should  think  you  could  safely  invite 
them  to  bide  I doubt  if  they  would  bid. 

MR.  HUNSAKER.  They  could  submit  designs. 

MR.  GRUMMAN.  That  is  true,  but  I doubt  if  they  would 
submit  designs  in  the  case  of  companies  having  fairly  good 
commercial  business.  It  would  certainly  upset  their  busi- 
ness to  a considerable  extent. 

MR.  HUNSAKER.  You  know  that  and  I know  that,  but  they 


do  not  know  it 
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MR.  GRUMMAN.  I think  they  know  it. 

MR.  HUN3AKER.  They  will  send  in  some  pictures  and 

some  very  optimistic  claims  as  to  performance.  Their  per- 
formance claims  will  probably  be  astonishingly  higher  than 
anything  that  the  industry  would  put  in*  Should  they  be 
awarded  the  prize  for  winning  the  design  beoause  of  their 
optimism? 

MR.  GRUMMAN.  The  design  competition  must  be  judged 
by  competent  engineers  in  the  Government  Bureau,  and  I 
believe  they  are  capable  of  considering  those  points  and 
making  allowances  for  those  things.  They  can  tell  pret- 
ty wellwhether  a claim  is  justified  or  not  justified. 

ICR.  HUNS  AKER.  You  count  on  the  examination  of  the 
data  to  throw  them  out? 

MR.  GRUMMAN*  It  may  be  hard  to  do,  but  I think  you 
have  got  to  do  it*  This  is  a design  competition  and  not 
a question  of  picking  the  loivest  price.  Any  clerk  can  do 
that. 

MR.  HUNSAKER.  Or  the  highest  speed  on  paper* 

MR.  GRUMMAN*  There  will  always  be  a lot  of  speed 
submitted,  which  anyone  will  know  is  impossible  to  meet, 
and  I think  that  has  to  be  taken  into  consideration  un- 
less you  have  a sound  reason  for  showing  such  increased 


speed. 
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MR.  HUNS AKER.  So  much  for  design  competition. 

MR*  WARIER*  Do  you  mind  if  I ask  a question  on  de- 
sign competition  before  getting  away  from  that? 

Mr.  Grumman,  would  not  a good  many  of  the  difficulties 
which  we  have  been  discussing  be  more  or  less  automatically 
eliminated- if  the  design  competition  were c onduo ted,  as  it 
appears  in  the  past  to  have  been  done  under  Navy  procedure, 
were  a man  to  build  an  experimental  plane  and  if  instead 
of  invoking  the  rules  of  the  bonding  companies,  that  ex- 
perimental plane  would  be  paid  for  on  delivery  and  dem- 
onstration and  upon  the  fulfillment,  subject  to  sundry 
bonuses  and  penalties  if  minor  departures  or  guarantees 
that  had  been  included  in  t he  submission  of  the  design 
project  are  present? 

MR.  GRUMMAN.  Yes,  that  has  practically  been  the 
practice*  They  really  do  not  pay  for  the  airplane  until 
it  has  met  its  guarantee  and  demonstrated  that. 

MR.  WARNER.  You  win  a design  competition  but  you 
have  not  got  anything  until  you  have  built  an  airplane 
which  does  what  the  design  says  it  will  do? 

MR,  GRUMMAN . Ye$  sir. 

MR.  WARNER.  You  have  paid  your  admission  fee  and  not 
gotten  admitted. 


MR,  GRUMMAN.  Those  who  do  not  know  will  not  be  anx- 
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ious  to  do  this,  "because  they  are  taking  considerable  risk 
with  an  experimental  contract. 

MR.  WARNER.  We  have  been  speaking  of  admission  fees-, 

Mr.  Grumman,  and  we  might  as  well  get  down  to  particular 
cases.  Your  organization  is  an  outstanding  example  of  a 
case  where  a man  started  in  as  an  individual-,  with  a small 
organization,  and  you  have  made  a place  in  the  industry. 

Of  course,  it  is  no  secret  to  you  that  a lot  of  people  in 
the  industry  say  that  you  were  put  in  business  by  the  Govern- 
ment and  ought  not  to  be  there. 

MR.  GRUMMAN.  That  is  not  true. 

MR.  WARNER.  I refer  to  that  not  to  get  it  on  the 
record,  Mr.  Grumman , but  just  as  establishing  background. 

Yuu  are  well  aware  that  there  has  been  a number  of  producers 
in  here,  and  I have  no  doubt  you  have  criticism  as  to  that 
particular  phase  of  the  industry  from  other  firms  in  deal- 
ing with  the  Government  from  time  to  time.  Now,  how  much 
would  these  various  forms  of  admission  fee  or  proposals 
have  been  affected,  for  example,  if  a service  plane  had  to 
be  tendered  in  the  first  instance  before  entering  into 
design  comp edition?  How  much  would  that  have  affected 

your  own  participation  in  the  industry?  Did  your  partici- 
pation become  possible  by  virtue  of  the  readiness  of  the 
Government  departments  to  consider  proposals  from  experi- 
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enced  engineers  without  actually  functioning  manufactur- 
ing organizations? 

MR.  GRUMMAN*  We  were  in  business. 

MR.  WARNER.  I understand  that. 

MR.  GRUMMAN.  And  our  first  year  was  pactically  al- 
most 100  percent  non-government  business.  We  were  doing 
commercial  repair  work  on  certain  amphibian  type  of  air- 
planes, and  were  quite  busy  doing  it,  and  we  had  a very 
good  year  the  first  year  and  very  little  of  it  was  Govern- 
ment business.  We  were  a company  and  we  were  running  and 
getting  along.  The  Government  business  which  we  did  start 
during  the  present  year  was  a minor  part  of  our  business 
at  the  time.  It  was  one  calling  for  an  experimental  am- 
phibian f^-oat.  That  was  oalled  for  because  the  company 
with  which  I had  previously  been,  and  the  engineers  which 
were  with  me  had  probably  had  more  experience  in  amphibians 
than  any  other  people  in  this  country*  We  had  designed  the 
Loening  amphibian* 

MR.  WARNER*  The  engineers  with  you  had  been  with 
you  with  the  Loening  Company? 

MR.  GRUMMAN.  Had  been  with  me  with  the  Loening  Com- 
pany, yes,  sir* 

MR.  WARNER.  And  then  you  entered  into  Navy  design 
competition.  I am  wondering  how  many  handicaps  could  be 
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thrown  around  Instances  of  design  competition  without  having 


debarred  you,  or  someone  else  who  might  have  been  in  your 
position?  Would  you  have  felt  inclined  yourself  to  build 
an  experimental  airplane,  at  your  own  expense,  to  let  the 
Navy  look  at  it  as  an  admission  fee? 

MR.  GRUMMAN.  No  sir,  we  would  not. 

MR.  WARNER.  It  was  only  by  virtue  of  the  degree  of 
elasticity  that  existed  in  Navy  procedure  that  it  became 

possible  for  you  to  become  a Government  contractor? 

MR.  GRUMMAN.  We  started  in  with  the  amphibian  float, 
which  was  less  than  an  airplane  unit,  and  that  was  a success 
and  other  companies  had  been  unable  to  make  a success  of 
that,  and  then  by  applying  the  principle  of  the  retractable 
landing  gear  to  an  airplane,  that  had  been  something  else 
again,  and  we  were  able  to  guarantee  a speed  of  SO  to  30 
miles  in  excess  of  the  speeds  they  were  then  getting  on 
that  type  of  airplane. 

MR.  WARNER.  Did  you  do  that  through  a design  competi- 
tion or  was  that  an  independent  project? 

MR.  GRUMMAN.  That  was  before  they  developed  the  de- 
sign competition  to  that  point.  They  developed  experimental 
contracts  as  the  occasion  arose  at  that  time. 

MR.  WARNER,  That  was  an  independent  contract  and  not 
done  in  competition.  It  looked  good  to  the  Navy  and  they 
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bought  it  under  section  K? 

MR.  GRUMMAN.  That  is  correct. 

MR.  WARNER*  I think  that  covers  what  1 wanted  to 
know  fox  the  moment.  It  is  just  as  well  to  get  something 
on  the  record  as  to  how  your  company  did  start. 

MR.  EERRES:  Mr.  Grumman,  I notice  your  brief  deals 
almost  entirely  with  contracts  with  the  United  States 
Navy. 

MR.  GRUMMAN.  Yes,  sir. 

MR.BERRES.  Have  you  ever  attempted  to  get  a contract 
with  the  War  Department? 

MR.  GRUMMAN.  We  did  have  one  very  minor  one  at  one 
time,  but  I have  never  built  them  an  airplane.  The  reason 
is  principally  this:  That  the  policy  pursued  by  the  Army 
at  the  time  that  we  were  thinking  of  Army  business  was 
that  the  contractor  was  told  that  he  must  build  the  air- 
plane, bring  it  out  there  and  then  they  would  decide  whether 
or  not  they  would  buy  it.  That  was  more  of  a risk  than 
we  were  willing  to  take.  Not  that  we  could  not  build  an 
airplane  of  that  kind,  which  they  said  they  wanted,  when 
we  started,  but  we  were  afraid  of  this!  We  might  start  to 
build  an  airplane  which  would  be  a successful  airplane  of 
the  kind  we  Btarted  to  build, but  in  the  meantime  their 
ideas  might  change.  It  might  be  a bi-plane,  which  after 
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building  it  they  might  say  they  are  not  buying  bi-planes 
but  want  monoplanes#  Those  things  do  happen# 

MR.  WARNER.  Did  that  happen  in  any  instance?  It  has 

been  discussed.  It  has  been  found  that  the  best  policy  was 
• TT 

to  build  a design  to  perform  in  accordance  with  the  contract 
and  he  would  not  get  paid  until  he  built  something  which 

would  fly,  and  in  the  second  place  to  meet  a fiscal  situa- 
tion, if  he  built  something,  it  would  be  taken  care  of. 

MR.  GRUMMAN.  It  might  happen,  but  you  might  start 
out  with  a design  satisfactory  to  them  to  start  out,  and 
they  would  not  buy  it  after  it  was  done.  Suppose  it  was 
a monoplane  and  during  the  time  you  were  building  that  a 

lot  of  people  got  killed  in  monoplanes,  by  nosing  over, 

it  * 

and  they  are  very  apt  to  say,  and  cannot  help/thiss 

n We  are  sorry,  but  we  cannot  buy  monoplanes  any  more.H 
I am  bringing  that  out  as  an* example# 

MR.  BERRfS:  You  might  eg? erience  that  with  the  Navy, 
the  Department  of  Commerce,  or  anybody? 

\ 

MR.  GRUMMAN.  The  Navy  was  guaranteeing  it,  and  you 
had  a contract  which  stated  they  would  pay  for  it.  With 

the  Army,  you  had  nothing  and  spent  $100,000;  if  they  did 
not  buy  it,  you  are  out  $100,000,  Because  you  cannot  use 
it  for  anything  else.  That  is  the  reason  we  did  not  get 
going  on  Army  business.  We  did  not  care  to  take  that  risk. 
MR.  BERRES#  Have  you  been  able  to  keep  your  force 
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reasonably  busy  from  the  contracts  which  you  are  receiving 
from  the  Navy  Department? 

MR.  GRUMMAN.  We  have  b&6n  rather  fortunate  in  that 
respect.  We  have  a small  force,  but  havekept  them  fairly 
busy  up  to  the  present. 

MR.  WARNER.  You  have  done  that  by  virtue  of  good 
management  or  skill, by  getting  a succession  of  orders. 

If  you  had  failed  to  win  any  particular  competition,  you 
would  not  have  had  it? 

MR.  GRUMMAN.  We  have  a sort  of  equalizer,  in  that 
we  have  three  contracts  to  keep  us  busy.  We  do  quite  a 
bit  of  sub- contracting,  and  when  we  are  busy  and  have 
repeated  deliveries,  we  farm  out  some  of  that  work  in  the 
company  to  meet  the  peak  without  taking  on  more  floor 
space,  and  keep  our  own  floor  space  limited  and  our  organ- 
ization compact.  We  find  it  a very  satisfactory  way  to 
do,  where  you  have  this  non-cSntinuity  in  doing  work. 

This  Government  work  is  by  contract  and  it  is  impossible 
to  keep  a steady  flow. 

MR.  WARNER.  You  find  that  they  cooperate  with  you 
in  thatt  kind  of  contract? 

MR.  GRUMMAN.  They  never  bothered  us  in  any  way  as 
long  as  the  quality  of  the  work  is  kept  up. 

MR.  WARNER.  You  do  not  get  involved  in  any  undue 
amount  of  paper  work,  having  your  parts  made  outside? 


MR.  GRUMMAN.  No,  sir 
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MR.  WARNER.  Go  on  to  the  next  matter. 

MR.  GRUMMAN.  I made  a recommendation  following  the 
method  of  procurement  as  to  the  personnel  mf  the  Govern- 
ment procuring  agencies,  I think  that  is  very  important, 
because  of  the  fact  t&at  fundamental  competitions  in  air- 
planes is  by  design,  is  in  design  and  not  in  manufacturing. 
I do  not  think  it  is  possible  to  have  manufacturing  compe- 
tition. Consequently,  the  personnel  of  the  procuring  agen- 
cies must  use  a considerable  amount  of  judgment , and  you 
must  depend  upon  their  honesty  and  integrity* 

I mentioned  in  connection  with  that  the  Bureau  of 
Aeronaut  3c s,  which  is  the  bureau  with  which  we  have  had 
a considerable  amount  of  experience,  and  we  find  that  they 
are  manned  by  naval  officers  and  men  who  are  fliers  and  x 
who  know  airplanes  and  have  had  experience  in  operation, 
and  they  .have  good  engineers,  and  I think  that  is  an  ideal 
situation.  Because  the  m&n  who  buy  those  airplanes  today 
possibly  next  year,  in  the  course  of  their  duties,  will 
be  asked  to  go  on  and  £L y them  and  lead  a squadron  of 
them.  That  happens.  Consequently,  that  is  pretty  good 
insurance  that  those  fellows  are  going  to  buy  the  right 
kind  of  airplanes. 

MR.  HUN BAKER.  Mr.  Grumman,  what  can  be  done  about 

having  continuity  of  policy  and  building  up  of  experience 
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in  the  Government  servide?  If  you  rotate  your  personnel 
between  flying  duty  and  fleet  and  duty  in  the  Bureau,  will 
you  not  have  some  danger  of  shifting  views  and  some  instab- 
ility? 

MR.  GRUMMAN.  That  is  true;  we  run  into  that.  The 
advantage  that  you  get  from  experience  of  your  personnel 
is  slightly  to  the  disadvantage  of  the  program  of  the  pro- 
curing bureau#  Because,  as  different  men  come  in,  they 
have  different  ideas. 

MR.  HUNS AKER.  You  have  not  had  experience  with  Wright 
Field  and  their  system  of  rotation? 

MR.  GRUMMAN.  We  have  had  very  litt  le  experience, 
practically  none  at  all. 

MR.  HUNSAKER.  And  by  the  time  your  airplane  is  built, 
you  are  not  sure  that  the  personnel,  then,  at  Weight  Field, 
would  like  it.  You  have  not  had  that  same  difficulty  with 
ihe  Navy? 

MR o GRUMMAN.  We  have  in  minor  things.  A new  head  of 
a small  department  comes  in  with  new  ideas. 

MR.  HUNSAKER.  In  the  Bureau  of  Aeronautics  of  the 
Navy,  they  have  had  a certain  degree  of  continuity  with 
that  technical  personnel? 

MR.  GRUMMAN.  They  have  maintained  a certain  number 
of  men  pretty  constantly  there. 

MR.  HUNSAKER.  Do  you  believe  it  important  that  en~ 
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gineers  and  technical  officers  have  a permanent  career  in 
ftie  Army  and.  Navy  in  order  to  handle  procurement  problems,  or 
do  you  think  that  the  engineers  should  be  confined  to  jun- 
ior sections  and  cease  engineering  work  when  they  reach 
the  rank  of  lieutenant  or  beyond? 

MR.  GRUMMAN.  I do  not  know  that  I am  qualified  to 
pass  an  opinion  on  that.  I have  not  thought  much  about  that. 

MR.  HUNS AKER.  You  ought  to  have  an  opinion.  You 
have  been  one  of  these  engineers  in  the  Navy  yourself* 

We  have  had  this  personnel  problem  up  and  have  been  discuss- 
ing  it  with  the  ^avy  Department,  as  to  whether  they  offer 
any  career  at  all  to  the  man  who  specializes  on  the  engineer- 
ing side,  whether  he  does  so  at  his  own  risk,  and  I would 
like  to  find  out,  from  the  point  of  view  of  the  people  in 
the  industry  who  have  to  deal  with  these  men,  what  your 
views  are. 

MR.  GRUMMAN.  We  find,  as  you  say,  that  that  rotation 
plan  certainly  has  advantages,  but  it  also  has  disadvantages, 
andit  is  hard  for  me  to  say  which  arb  the  greater.  There  are 
disadvantages  in  the  Rotation  plan  and  non-continuity  poli- 
cy, and  I think  in  rotating  the  duty  of  officers,  it  ought 

to  be!done  gradually  and  not  break  up  an  entire  section  at 

<•  % 

once,  with  new  personnel,  but  continue  from  that. 

MR.  HUNSAKER.  You  believe  that  the  engineers  should 
have  experience  with  the  fleet  and  with  operating  units? 
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MR.  GRUMMAN.  I think  it  ie  very  important  that  they 
should. 

MR.  HUNS AKER.  Should  they  also  have  experience  in 
the  industry,  on  inspeotion  work?  Is  that  helpful  to  them 
or  helpful  to  you^n  dealing  with  them? 

MR.  GRUMMAN.  I think  a little  experience  there  would 
open  their  eyes  quite  a hit  on  some  things. 

MR.  HUNSAKER.Eo  they  have  that  experience  to  an  ade- 
quate degree? 

MR.  GRUMMAN.  Some  do. 

MR.  HUNS AKER.  Do  you  believe  that  experience  in  the 
naval  aircraft  factory  on  experimental  construction  makes 
them,  when  they  come  to  bureau  duty,  more  broadminded  and 
more  useful  to  handle  procurement  problems? 

MR..  GRUMMAN.  I am  sure  it  does  help  a little  bit. 

MR.  HUNS AKER.  But  only  a little  bit? 

MR.  GRUMMAN.  The  aircraft  factory  — I have  been  at 

the  aircraft  factory  as  an  haval  officer. 

MR.  HUMSAKER.  You  got  some  experience  there? 

MR.  GRUMMAN.  You  do  not  get  your  economic  worries  j 
that  the  outside  management  has.  You  lose  that,  but  you 
get  the  technical  problems. 

MR.  HUNSAKER.  He  does  not  have  the  worry  about  meet- 
ing his  payroll? 

MR.  GRUMMAN.  No,  he  does  not  have  the  worry  about 
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meeting  his  payroll.  He  does  not  have  to  worry  about 

the  cost  of  bidding  on  anything  Ihat  he  designs.  He  can 
design,  and  the  cost  does  not  really  bother  him  very  much,, 

MR.  HUNS AKER.  Are  you  doubtful  whether  the  mainten- 
ance of  the  aircraft  factory  is  warth  while  to  the  Navy? 

MR.  GRUMMAN.  I think  that  the  Navy  needs  it  to  handle 
repair  work.  The  repair  work  is  a very  difficult  thing  to 
contract  for  mth  and  airplane  manufacturer#  I know  where 
we  have  tried  to  give  an  estimate  on  repair  work,  we  are 
estimating  on  doing  something,  and  when  the  airplane  comes 
in,  we  do  three  times  as  much,  because  our  inspectors  in- 
sist on  it  being  like  a new  airplane  when  it  goes  out.  It 
is  a hard  thing  to  estimate  on, 

MR.  HUNSAKER.  Do  you  think  that  the  experience  which 
naval  personnel  ge-fcs  in  doing  that  kind  of  work  is  valuable 
for  the  procurement  function? 

MR.  GRUMMAN.  I think  it  is.  I think  that  the  naval 
aircraft  factory  is  justified  on  maintenance  and  repair  of 
airplanes.  I am  not  in  favor  of  their  designing  and  build- 
ing any  airplanes. 

MR.  HUNSAKER.  You  are  not  in  favor  of  their  under- 
taking any  work  such  as  catapults,  special  types  of  air- 
planes, and  so  fofth,  to  fly  on  a carriage? 

MR.  GRUMMAN.  I do  not  think  they  should  develop  air- 
planes. T think  that  should  be  left  to  the  airplane  manufac- 
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turers,  as  long  as  they  can  do  it,  and  they  will  do  a bet- 
ter job  that  way. 

MR.  LANE.  Do  you  feel  that  neither  the  Navy  nor  the 
Army  should  have  a corps  of  engineers  which  are  capable  of 
designing,  from  the  inception  up  to  production  of  an  air- 
plane, let  us  say,  because  it  is  competitive  with  industry? 
Do  you  feel,  from  a national  defense  point  cf  view,  that 
the  Government  should  be  restricted  in  building  up  with 
its  own  organization  a corps  that  is  capable  of  doing  the 
things  which  would  be  very  necessary  in  time  of  national 
emergency? 

MR.  GRUMMAN.  No,  I see  no  objection  to  building  up 
t he  corps  of  men. 

MR.  LANE.  The  only  way  it  can  be  built  in  the  ser- 
vice is  by  having  some  place  to  actually  do  the  work? 

MR.  GRUMMAN,  Yes,  sir. 

MR.  LANE.  From  the  point  of  view  of  the  industry, 
do  you  feel  that  10  per  cent  of  the  Navyfs  planes  per  an- 
num is  a serious  number  to  be  built  by  the  Navy,  as  far 
as  the  industry  is  concerned? 

MR.  GRUMMAN.  It  is  not  particularly  serious.  The 
view  point  which  I had  on  that  was  as  to  the  quality  of 
t he  plane.  I believe  that  the  private  manufacturer  can  do 
a better  job  in  building  and  designing  that  particular  air- 
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plane  than  can  he  done  in  any  Government  factory. 

MR.  LANE.  That  is  because  of  lack  of  experience  on 
the  part  of  the  Navy,  is  it  not? 

MR.  GRUMMAN.  Not  neoessarily,  no,  sir.  You  work  in 
a Government  factory  and  you  have  all  sorts  of  restric- 
tions. You  cannot  go  out  and  buy  something.  You  see  it 
in  a hardware  store  and  want  it, but  cannot  get  it.  We  can, 
and  we  can  buy  it  and  put  it  in  the  airplanes.  But  in  a 
Government  factory  you  cannot  do  that  and  must  write  out 
requisitions,  and  so  forth.  You  cannot  get  it. 

MR.  BERRES.  They  might  not  build  it  as  quickly,  but 
they  can  build  as  good  a plane? 

MR.  GRUMMAN.  It  has  this  effect:  Instead  of  getting 
’what  you  want,  you  get  something  else.  As  you  say,  you  can 
take  longer,  but  if  you  take  too  long  to  build  an  airplane 
it  is  obsolete  before  it  is  built.  New  ideas  are  coming 
up  all  the  time  in  this  business. 

MR.  LANE.  Then  all  those  facts  point  toward  the 
need  for  that  experience  beingdn  the  Government. 

MR.  GRUMMAN.  I think  the  experience  is  a fine  idea, 
if  you  want  them  there  from  that  angle.  It  is  very  excel- 
1 ent  to  have  these  men  get  that  training. 

MR.  LANE.  If  there  is  something  wrong  with  naval 
procurement,  whereby  they  cannot  build  a certain  thing  for 
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a particular  airplane  and  therefore  turn  out  an  inferior 
product,  it  is  only  experience  which  will  teach  the  procure- 
ment division  that  that  has  got  to  "be  remedied? 

MR.  GRUMMAN.  Yes,  sir. 

MR,  HUNS AKER.  Suppose,  Mr.  Grumman,  you  go  on  to 
your  other  recommendations  and  give  us  the  high  lights. 

You  might  ship  paragraph  4,  which  is,  I take  it,  somewhat 
argumentative,  and  No.  5 covers  your  views  of  competitive 
biddings 

MR.  GRUMMAN.  Yes,  sir. 

MR.  HUNSAKER.  I would  like  to  ask  my  colleagues  on 
the  Commissi  on  whether  we  need  to  hear  any  more  argument 
against  competitive  bidding.  We  have  had  some.  I,  for  one, 
do  not  believe  it  is  worth  Mr.  Grumman* s time  to  make  any 
argument. 

MR,  GRUMMAN.  I have  written  out  a few.  There  are 
more 

a lot/of  them  than  that. 

MR.  HUNSAKER.  Mr.  Warner,  do  you  want  to  go  into 

that? 

MR.  WARNER.  I do  not  believe  so,  looking  over  Mr. 
Grumman1 s remarks  here. 

MR.  HUNSAKER.  You  can  out  that  out.  Now,  on  page  4 

are  objectionable  features  of  the  Vinson  Bill.  I take  it 
you  object  to  the  10  per  cent  limitations  on  profits? 
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MR.  GRUMMAN.  Yes,  sir. 

MR.  HUNS AKER.  Do  you  object  to  any  features  of  the 

bill? 

MR.  GRUMMAN.  That  is  the  only  on©  I know  of,  that 
and  t'he  control  in  the  way  — 

THE  CHAIRMAN.  You  say:  "It  is  therefore  urged  that 

the  Federal  Aviation  Commission  make  recommendations  with 
a view  to  a revision  of  this  clause  of  the  Vinson  Bill.1’ 
Just  how  would  you  revise  that  to  eliminate  the  10  per 
cent?  What  would  you  substitute? 

MR.  GRUMMAN.  I understood  that  this  bill  was  passed 
particularly  to  apply  to  shipbuilding.  Possibly  in  ship- 
building it  would  work  out.  But  I do  not  like  it  as  ap- 
plying to  airplanes.  Of  course,  the  bill  is  new.  We  have 
one  contract  under  it  now,  and  we  do  not  know  just  what 
is  going  to  happen.  We  do  not  know  how  the  costs  are 
going  to  be  figured,  whether  they  are  going  to  allow  our 
actual  costs  or  are  going  to  deduct  sales  costs  and  cer- 
tain items.  We  do  not  know  and  we  are  working  on  it,  and 
we  do  not  know  just  what  is  going  to  happen  under  that  con- 
tract, and  we  cannot  seem  to  find  out  except  when  we  are 
all  through  we  may  think  we  have  made  10  per  cent  and  some- 
body may  come  in  our  plant  and  tell  us  we  made  20  per  cent, 
and  I understand  we  have  to  pay  it. 
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MR.  WARNER.  You  speak  of  having  to  conduct  a con- 
siderable amount  of  experimental  research  work  and  of 
this  prospective  curtailment  under  the  terms  of  the  Vinson 

Bill.  I had  understood  that  that  development  work  current- 
ly carried  on  in  connection  with  a type  of  aircraft  would 
be  allowed  against  a cost  of  executing  the  production  of 
that  aircraft. 

MR.  GRUMMAN , What  do  you  mean? 

MR.  WARNER.  Under  the  calculation  of  cost  by  the 
Government  auditors. 

MR.  GRUMMAN.  That  is  a point  I do  not  know. 

MR.  WARNER.  It  is  one  of  the  things  in  there. 

MR.  GRUMMAN.  We  have  an  airplane  which  we  have  put 

together  and  flying  to  find  out  the  change  in  the  cowling 
and  the  effect  on  the  speed.  Whother  we  can  charge  the 
cost  of  that  airplane  into  our  contract  cost  is  something 
we  do  not  know.  If  we  cannot,  it  will  affect  the  10  per 
cent. 

MR.  WARNER.  Is  this  the  first  airplane  in  a oontract? 

MR.  GRUMMAN.  It  is  an  airplane  built  outside. 

MR.  WARNER.  It  is  one  you  built  yourself? 

MR.  GRUMMAN.  It  is  similar  to  the  ones  supplied  to 
the  Navy,  but  has  different  ideas.  One  of  the  ideas  in 
building  it  was  to  do  some  flight  testing  of  certain  things 
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particularly  cowling,  conrlecting£ings,  baffles,  and  things 
of  that  sort. 

MR.  WARNER.  You  modified  that  at  your  own  expense, 
and  you  do  not  Iqiow  whether  that  esp  ense  is  going  to  he 
allowed  to  you  or  not? 

MR.  GRUMMAN.  Yes,  and  the  only  thing  weAre  getting 
at  is  experimentally  we  apply  it  to  certain  contracts  from 
time  to  time.  Whether  it  is  going  to  be  allowed  or  not,. 

I do  not  know,  but  I am  .afraid  it  may  not, be. 

MR.  BERRES . You  say  you  cannot  find  out? 

MR.  GRUMMAN.  We  have  not  been  able  to  as  yet, 

MR,  BERRE8.  Are  not  they  formulating  rules  which 

they  give  to  all  the  builders  receiving  contracts  as  to 
just  what  will  be  allowed? 

MR.  GRUMMAN.  X just  got  a notice  the  other  day  — 

MR.  BERRESo  In  the  shape  of  expenditures  in  the  con- 
struction of  airplanes? 

MR.  GRUMMAN.  I just  had  a paper  the  other  day  from 
our  accountants,  who  have  been  trying  to  secure  this  infor- 
mation for  us,  and  the  answers  to  all  the  questions  went 
back  to  the  wording  of  the  bill,  which  said  labor,  material 
and  a reasonable  amount  of  overhead  expense.  But  that  is 
as  far  as  they  go.  In  any  case,  they  have  not  provided 

any  more  than  that.  We  still  do  not  know  what  they  are 
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going  to  consider  to  be  a reasonable  amount  of  net  expense 
or  indirect  charges,  I believe  are  the  words  they  use. 

MR.  WARNER,  Mr,  Grumman,  if  competitive  bidding 
were  eliminated,  setting  that  aside  for  the  moment,  there 
seem  to  be  two  basic  philosophies  of  procurement  that  can, 
to  some  degree,  be  reconciled,  but  which  tend,  to  a cer- 
tain measure,  to  diverge.  In  the  first  place,  we  may  as- 
sume that  the  object  of  the  services  is  to  get  the  best 

airplanes  and  as  to  design  rights  to  get  the  best  airplanes 
where  they  are  to  be  had,  where  they  have  been  developed, 

MR.  GRUMMAN.  Yes,  sir. 

MR.  WARNER.  In  the  second  place,  we  may  assume  that 
a major  object  is  to  keep  a stable  industry,  to  always 
keep  both  engineering  and  production  together,  and  to  that 
end,  from  that  standpoint  alone,  so  that  everybody  will 
have  a certain  amount  and  a substantially  constant  amount 
from  season  to  season  in  its  factory.  I say  the  two  can 
be  reconciled  in  some  degree.  Apparently,  however,  it  is 
only  by  requiring  that  the  praotice  of  subcontracting,  in 
which  you  have  been  engaged,  be  made  general,  and  that  the 
subcontracts  be  placed  with  other  firms  in  the  aircraft 
industry.  That  would  involve  the  Army  and  Navy,  for  exam- 
ple, in  the  responsibility  of  seeing  that  a manufacturer 
who  has  been  good,  fortunate,  or  by  special  capacity  in 
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his  organization  "become  the  victor  in  service  types  of 
aircraft,  to  say:  "You  shall  not  enlarge  your  factory. 

You  will  have  to  give  out  sub-contracts  for  building,  land- 
ing gears,  tail  surfaces,  wings  and  so  forth,  to  other 
firms  who  did  not  succeed  in  getting  business  on  these 
things. 11 

Is  that  a satisfactory  policy?  Do  you  think  the  Govern- 
ment should  step  in  and  hold  up  a warning  hand  in  front  of 

you  and  say, B You  shall  not  enlarge  your  organization”,  if 

present 

you  have  more  business  than  your  factory  with  its/personnel 
can  accommodate,  and  give  out  a part  of  it  to  some  other 
airplane  builder  who  has  less  than  he  can  handle? 

MR.  GRUMMAN.  No,  I do  not  think  the  Government 
should  say  that.  I think  the  manufacturer  should  decide 
those  things  for  himself.  There  is  lots  of  experience 
during  recent  years  of  people  getting  business  temporarily, 
and  enlarging  factories  and  then  being  awfully  sorry  for 
it  two  years  later  because  they  could  not  keep  up  that 
business. 

MR.  WARNER.  You  think  that  S©  their  hard  luck? 

MR.  GRUMMAN.  I think  that  is  their  hard  luck.  They 
should  not  have  taken  so  much. 

MR.  WARNER.  You  think  the  proper  procedure  is  one 
of  straight-out  purchases,  on  quality,  and  if  anybody  as 
a result  of  that  does  not  get  the  business,  that  is  their 
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hard  luck? 

MR.  GRUMMAN.  I think  they  will  see  that  they  have 
the  quality.  They  know  they  are  going  to  need  business  the 
next  year  and  will  design  something  so  that  they  will  have 
it  the  next  year.  If  you  do  it  the  cbher  way,  everybody 
goes  to  smash. 

MR.  WARNER*  You  think,  in  practice,  it  willkeep  every- 
body wide  awake,  so  that  there  will  be  no  occasion  for 
monopoly? 

MR.  GRUMMAN.  I think  so. 

MR,  WARNER.  And  they  willdo  a better  business  and  take 
the  business  away  from  men  who  have  had  so  much  slack? 

MR*  GRUMMAN.  I know  the  way  we  feel  about  it.  We 
see  our  work  coming  to  an  end  next  year.  We  do  not  like 
these  experimental  contracts,  because  there  are  a lot  of 
headaches  and  big  risks  involved,  and  all  that,  but  we 
scout  around  and  get  an  experimental  contract  for  work, 
if  there  is  any,  so  that  we  will/have  business  next  year. 

We  do  not  like  to  fool  with  these  things. 

MR.  WARNER.  You  think  that  life  is  befit  to  place 
these  experimental  contracts  as  a result  of  design  competi- 
tion? 

MR.  GRUMMAN.  I think  so. 

There  is  a point  I would  like  to  make.  I have  recom- 
mended negotiated  contracts,  and  there  may  be  some  doubt 
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as  to  how  the  price  is  arrived  at  in  these  negotiated  con- 
tracts, but  I would  like  to  recount  an  experience.  When 
we  first  built  a rather  large  quantity  of  a new  type  of 
airplane,  new  type  of  construction,  of  which  we  had  built 
a smaller  quantity,  we  went  to  the  Bureau  of  Aeronautics 
with  a price,  which  we  would  like  to  get,  and  we  felt  we 
would  c&rae  out  very  nicely  in  building  ib  if  we  got  it, 
but  the  Bureau  said,  nNo,  you  are  going  to  get  that,* 

They  named  the  price,  about  which  we  were  very  much  in 
doubt.  We  did  not  know  whether  we  ought  to  take  the  risk 
or  not.  We  were  a little  bit  scared.  We  went  home  and 
thought  it  over, whether  we  would  take  the  contract.  We 
tookthe  contract  and  found  out  the  people  down  here  were 
right.  In  other  words,  they  knew  more  about  our  costs  than 
we  did,  because  they  investigate  every  aircraft  plant  and 
they  knew  everyone's  cost  and  they  have  data  which  we  do 
not  have.  And  whereas  we  were  afraid  of  the  figure,  they 
said,  "That  is  what  you  are  going  to  get  if  you  want  these 
things,’’  and  it  turned  out  to  be  a very  fair  price. 

MR.  BERRES.  You  did  not  lose  any  money  on  it? 

MR.  GRUMMAN.*  No,  sir.  We  thought  that  we  were  going 
to  }.ose  money.  You  never  know,  and  you  are  building  some- 
thing which  has  never  been  built  before  in  nearly  every 
contract,  and  this  happened  to  be  a wider  divergence  from 
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MR.  WARNER.  That  is  an  interesting  point  to  follow 

up  further,  heoause  it  has  been  alleged  by  the  critics  of 
the  procurement  section  that  these  matters  are  conducted  in 

a spectacular  manner  and  they  represent  roughly  a process 
of  asking  25  per  cent  more  than  they  think  they  ought  to 
get  in  order  that  the  Government  will  cut  40  per  cent  and 
still  leave  him  a chance  to  get  through.  As  a matter  of 
fact,  you  say  in  this  case  that  the  Government  knew  more 
about  your  costs  than  you  did.  Did  they  get  that  through 
naval  aircraft  experience  or  on  audits  of  other  companies? 

MR.  GRUMMAN.  I think  on  audits  of  other  companies. 

They  have  got  the  cost  figures  on  all  contracts  and  hav~e 
pretty  good  data,  and  better  data  than  we  have  got.  We 
have  only  our  own  figures. 

MR.  WARNER.  You  think  that  the  figure  which  the  Govern- 
ment suggests  is  more  or^ess  independent  of  the  figure  which 
you  initially  suggest,  and  that  the  Government’s  proposed 

price  is  the  result  of  that? 

MR.  GRUMMAN.  It  was  in  this  case.  Iremember  the  man 
who  was  then  contracting  officer  telling  me  on  metal  wings, 
which  were  new  at  that  time,  they  had  cost  figures  showing 
the  cost  statements  prescribed  for  metal  monocoque  fuselages, 
MR.  WARNER.  You  have  said  this  before,  but  I want 
to  get  it  perfectly  clear.  You  said  that  those  figures 
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were  derived  from  other  commercial  manufacturers  and  not 

from  the  aircraft  factory? 

MR.  GRUMMAN.  Yes,  I am  sure  they  were* 

MR.  BERRES.  Do  you  not  think  they  were  from  both? 

MR.  GRUMMAN.  It  might  have  been.  I do  not  know  where 
they  derived  it,  but  I know  they  did  have  oertain  figures 
there.  The  funny  part  of  it  was  they  were  right  and  we 
were  wrong  as  to  our  cost.  That  is  the  point  I want  to  make 
out. 

THE  CHAIRMAN.  Anything  further?  • 

MR.  WARNER.  I nave  one  more  point.  You  are  in  favor, 
then,  of  an  unrestricted  competition  in  quality,  and  giving 
the  orders  where  the  quality  is  best.  Are  you  in  favor  of 
or  do  you  think  it  necossary  to  the  stability  of  the  indus- 
try that  there  be  a deliberate  attempt  to  keep  two  sources 

of  supply  alive  for  each  type  of  aircraft?  It  has  been 
suggested  that  if  you  have  only  one  manufacturer,  for  ex- 
ample, building  fighters  for  the  Navy  at  a given  time, 
and  that  you  changed  to  another  manufacturer,  there  is  an 
unduly  abrupt  shock  with  the  work  of  passing  from  one 
plant  to  another,  andalso  that  the  present  industry  simply 
cannot  be  kept  going  on  that  basis  because  there  are 
only  eight  or  nine  independent  categories  of  aircraft 
which  the  Army  and  Navy  buy,  and  there  are  about  ten  firms 
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competing,  which  would  mean  one  or  two  firms  would  always 
be  completely  shut  down,  and  possibly  more  than  that,  be- 
cause in  the  nature  of  things  some  of  them  would  be  suc- 
cessful in  getting  orders  for  two  or  three  types  at  once# 

MR.  GRUMMAN.  There  are  a lot  of  things  to  be  con- 
sidered# You  must  consider  the  maintenance  problem  of 
the  Navy  aboard  ship,  as  well  as  other  things.  Any  abrupt 
change  upsets  their  maintenance. 

MR.  WARNER.  On  the  other  hand,  a deliberate  split 
between  two  types  upsets  it  also? 

MR#  GRUMMAN.  Yes,  sir.  If  a new  design  comes  out, 
slightly  better  than  the  existing  design,  it  might  not  be 
worth  their  while  to  buy  them,  but  they  better  l$uy  more 
of  the  old  ones.  But  if  there  is  a distinct  or  real  advance 
they  must  buy  them,  in  spite  of  the  fact  that  it  upsets 
maintenance  and  stores,  etc# 

MR.  WARNER.  But  you  see  no  particular  advantage  in 

a continuous  competition,  such  as  the  Army  kept  alive  be- 
and 

tween  Gondors/  Boeing,  on  pursuit,  and  between  Condors 
and  Douglass  on  observation? 

MR#  GRUMMAN . It  would  be  nice  but  it  is  costly  to 

a 

the  Government,  and  it  is/lit£Le  bit  inefficient  to  do  it, 
so  that  I am  not  so  sure  I would  recommend  it.  It  is  anice 
thing  to  do  if  it  works  out  right. 

MR.  WARNER.  You  think,  owing  to  the  lower  production 
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cost  of  each  type,  the  cost  is  bound  to  be  higher? 


MR.  GRUMMAN. 

Yes, 

sir. 

MR.  WARNER. 

Which 

makes  it  undesirable? 

MR.  GRUMMAN  <■ 

Yes, 

sir. 

MR.  WARNER. 

Thank 

you. 

(Witness  excused. ) 

STATEMENT  OF  HONORABLE  HI RIM  BINGHAM, 

FORMER^RESI DENT  OF  NATIONAL’ AERONAUTICS 
ASSOCIATION. 

MR.  BINGHAM!  Mr  Chairman,  this  subject  of  the  nation- 
al defense  has  been  such  a large  part  of  my  thought  and 
my  life  since  December,  1916,  that  I did  not  trust  myself 
to  speak  extemporaneously.  I have  prepared  a few  remarks. 

I should  be  very  glad  to  be  interrupted  at  any  time, 
however. 

The  National  Aeronautic  Association  at  its  Thirteenth 
Annual  Convention  held  in  Washington  last  month  passed  a 
resolution  of  appreciation  to  the  Federal  Aviation  Com- 
mission for  the  honor  and  recognition  it  had  accorded  to 
the  Association  by  the  invitation  extended  to  its  Presi- 
dent to  testify  before  you  on  the  subject  of  civil  avia- 
tion and  also  on  the  subject  of  national  defense.  The 
resolution  offered  authorized  and  empowered  me  to  appear 
again  before  this  Commission  as  the  representative  of 
the  National  Aeronautic  Association  to  testify  in  regard  to 
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national  defense  although  I am  no  longer  the  president  of 
the  N.A.A. , the  present  president,  Senator  McAdoo  of 
California,  being  absent  from  Washington  on  official  busi- 
ness. 

The  Convention  also  passed  the  following  resolution: - 
WHEREAS  it  has  been  brought  to  the  attention  of  the 
National  Aeronautic  Association  that  the  reserve  officer 
flying  personnel  of  the  United  States  Navy,  Marine  Corps 
and  Army  Air  Corps  through  lack  of  appropriations  are  not 
receiving  adequate  flight  training,  and 

WHEREAS  it  is  generally  conceded  that  such  personnel 
will  be  essential  to  the  national  defense  of  the  United 
States  in  case  of  emergency;  now  therefore 

BE  IT  RESOLVED  that  the  N'ation&l  Aeronautic  Associa- 
tion in  Convention  assembled  propose  to  the  Federal  Avia- 
tion Commission  that  said  Commission  include  in  its  report 
a recommendation  for  a substantial  increase  in  the  appropria- 
tions in  order  to  provide  adequate  flight  training  fur 
reserve  officers  and  personnel  of  the  United  States  Navy, 
Marine  Corps  and  Army  Air  Corps. 

Personally  I believe  this  to  be  an  important  recommenda- 
tion. As  a member  of  the  Senate  Committee  on  Appropria- 
tions and  of  its  sub-committees  on  the  War  Department  and 
the  Navy  Department  Appropriation  Bills,  I learned  that  the 
Director  of  the  Budget  was  not  in  the  habit  of  recommending 


d43 


3784 


adequate  appropriations  for  this  purpose.  Intact,  it 
was  notioeable  year  after  year  that  the  Director  of  the 
Budget  declined  to  recommend  to  the  Congress  sufficient 
appropriations  to  carry  out  recently  enacted  laws  regarding 
the  five-year  programs  for  aviation  in  the  Army  and  in  the 
Navy,  These  laws  were  passed  only  after  prolonged  consider- 
ation and  hearings  by  appropriate  committees  in  both 
branches  of  Congress..  These  laws  were  passed  in  response 
to  widespread  public  opinion  demanding  adequate  provision 
for  aviation  in  the  Army  and  in  the  Navy.  A large  portion 
of  the  public  imagine  th<$  when  an  authorization  bill  is 
passed  by  Congress  money  will  be  provided  to  put  it  into 
effect.  As  you  know,  this  is  seldom  the  case. 

The  House  of  Representatives  in  its  praiseworthy 
desire  to  keep  sufficiently  within  the  limit  set  by  budget 
recommendations  5J&  in  the  habit  of  passing  along  to  the 
Senate  appropriation  bills  for  the  national  defense  with- 
out increasing  the  amounts  sufficiently  to  cover  the  require- 
ments for  the  aviation  programs  adopted  in  the  acts  passed 
in  1926. 

Consequently  I venture  to  suggest  to  the  Federal  Avia- 
tion Commission  the  importance  of  securing  the  passage  of 
new  and  adequate  legislation  looking  toward  a proper  pro- 
gram for  the  next  five  years,  and  following  it  up  with  an 
earnest  recommendation  making  it  mandatory  on  the  Director 
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of  the  Budget  to  put  in  his  estimates  each  year  a sufficient 

the 

sum  to  carry  out  the  aviation  program  as  adopted  by/ Con- 
gress. This  will  then  place  the  matter  squarely  where  it 
belongs,  namely  in  the  legislative  branch  of  the  Govern- 
ment » If  the  Congress  then  does  not  pass  adequate  appropria- 
tion bills  sufficient  to  carry  out  its  own  program,  the 
responsibility  will  rest  where  it  belon-gs*  At  present 
it  is  possible  for  the  budgetary  officer  of  the  government 
virtually  to  veto  laws  passed  by  the  Congress  for  the  vi- 
tally important  question  of  national  defense.  Consequent- 
ly I believe  it  to  be  extremely  important  that  the  new 
legislation  which  I trust  you  will  be  able  to  secure  from 
the  Congress  contain  a provision  directing  the  budget  offi- 
cer to  submit  recommendations  adequate  to  carry  out  the 
new  program  and  that  shall  not  give  him  the  option  of  amend- 
ing or  vetoing  legislation  passed  by  the  Congress  and  ap- 
proved by  the  President. 

MR.  HUNS AKER.  May  I interrupt  you  there,  Senator? 

I have  had  such  great  awe  of  a budget  officer,  I would  like 
to  ask,  is  it  possible  for  the  Congress  to  tell  the  budget 
officer  how  to  run  his  budget? 

MR.  BINGHAM.  There  are  three  kinds  of  appropriations, 
Commander.  There  are  permanent  appropriations,  such  as  the 
appropriations  for  the  sinking  fund.  It  is  an  appropria- 
tion that  he  cannot  touch,  andhas  nothing  to  do  with 
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whatsoever.  There  are  specific  appropriations  with  re- 
bard to  the  maintenance  of  certain  Indian  reservations, 

•made  by  law,  and  the  budget  officer  cannot  reduce  them* 

MR.  HUNSAKER.  T hey  are  not  made  annually? 

MR.  BINGHAM.  They  have  not  been  made  annually  but  they 
are  now  4bout  to  be  made  annually  because  the  last  Congress 
changed  some  hundred  million  dollars  of  appropriation. 

But  I mention  them  because  it  is  entirely  possible  for  the 

Congress  to  make  the  law  making  an  annual  appropriation 

of  one  hundred  million  dollars  which  the  budget  officer 

cannot  touch.  If  the  bill  passed  for  the  national  de~ 

that 

fense  contains  a provision  /vj  bo  much  money  must  be  ap- 
propriated each  year,  the  budget  officer  has  no  option. 

That  has  to  go  into  the  budget.  The  Congress,  of  course, 
can  change  it  if  it  chooses,  although  until  last  year 
they  were  unable  to  change  that  one  hundred  million  dol- 
lars to  which  I refer,  because  it  was  never  in  any  appropri- 
ation bill. 

THE  CHAIRMAN.  Congress  can  make  it  mandatory  on  the 
budget  officer  to  meet  the  appropriations  fixed  by  Con- 
gress? 

MR.  BINGHAM:  Certainly.  All  they  have  got  to  do  is 

to  put  in  the  law  a direction  provided  that  the  budget  of- 
ficer may  not  recommend  in  his  budget  a less  amount  than 
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is  required  to  take  care  of  the  provisions  of  that  act* 

MR.  HUN BAKER.  Can  you  do  that  without  naming  the 
amount  ? 

MR.  BINGHAM.  I should  think  so.  Of  course,  Congress 
is  a law  unto  itself  in  these  matters. 

MR.  HUNSAKER.  (buld  one  Congress  commit  future  Congres- 
ses to  make  annual  appropriations  of  a specified  amount? 

MR.  BINGHAM.  No,  but  they  could  direct  the  budget  of- 
ficer, in  preparing  his  budget,  to  submit  it  to  Congress 
with  an  appropriate  estimate  to  carry  out  the  law,  instead 
of  leaving  it  open  to  one  clerk  in  the  budget  office,  as 
I knew  to  be  the  case  a few  years  ago,  who  had  been  an 
enlisted  man  during  the  war,  or  at  any  rate  not  of  officer 
rank  in  the  Array,  to  change  appr  opriations  for  the  Navy. 

I think  the  Commander  Is  probably  familiar  with  the  situa- 
tion which  arose.  In  all  the  tremendous  business  in  the 
office  of  the  Director  of  the  Budget,  it  is  impossible 
for  any  one  person  to  do  the  job,  so  that  one  man  has  this 
to  do,  and  he  virtually  vetoed  the  act  of  Congress  approved 
by  the  President  by  saying,  ”No,  although  you  passed  the 

bill  which  requires  so  many  airplanes,  and  inf erentially 
requires  the  buildings  to  house  them  and  the  machinery  to 
operate  them,  and  so  forth,  I ami  not  going  to  allow  you  to 
have  this.” 
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One  man  says  that  and  it  goes  through  that  way.  That 
has  interfered  with  the  carrying  out  of  what  the  public 
really  wanted  and  thought  they  were  getting. 

MR,  BERRES.  Senator,  that  is  only  because  there  is 
authorization  without  appropriation? 

MR.  BINGHAM.  That  is,  of  course,  tie  way  the  bills 
are  made.  First  there  must  be  an  authorization  in  order  to 
make  it  possible  to  have  the  money  in  the  appropriation 
bill  without  a uery  severe  wrenching  by  the  Congress,  but 
it  has  not  been  the  custom  for  a great  many  years  to  put 

an  appropriation  in  an  authorization.  Tfe  authorization 

< 

comes,  for  instance,  fromtne  Committee  on  Naval  Affairs 
or  the  Committee  on  Military  Affairs,  and  then  later  the 
appropriation  committee,  having  the  money,  make  the  appropria- 
tion necessary  to  carry  out  the  authorization.  But  the 
budget  officer,  on  his  own  authority,  and  on  his  own  initia- 
tive, decided  that  ms  too  much  money  and  Congress  was  wrong 
in  passing  the  fi  ve-yea^rogram  for  aviation,  and  decided  he 
would  give  them  only  enough  for  one-half  of  the  annual  amount 
or  one-fourth  of  it. 

It  goes  then  to  the  House  of  Representatives,  and  the 
House  of  Representatives  is  willing,  they  have  never  been 
willing  to  appropriate  more  than  the  budget  officer  recom- 
mends, but  generally  a little  less,  and  then  it  comes  to  the 
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Senate,  which  never  took  that  attitude  but  wanted  to  car- 
ry O'Jifc  the  law,  and  they  increase  the  appropriation  ac- 
cordingly, and  then  it  goes  to  conference,  and  it  comes 
out  of  conference  somewhere  between  the  two. 

The  point  I am  making  is,  it  should  not  be  possible 
for  a budget  officer  to  veto  the  action l£  Congress  and  the 
President,  as  to  the  aviation  program  of  so  many  ships  and 
so  many  years. 

He  can  say,  ,!I  will  not  recommend  in  the  budget  money 
chough  for  your  first  quota,”  If  Congress  did  not  have 
any  pride  in  its  redord  of  appropriation  matters,  they 
might  say  to  the  budget  officer  that  would  be  all  right. 
Congress  would  say,  “That  is  sufficient , 11  but  they  like  to 
appropriate  less  in  the  House, 

MR.  BSRRES.  In  a five-year  program,  could  Congress 
say  that  the  budget  officer  shall  provide  that  not  less 
than  one-fifth  of  the  amount  shall  be  recommended  to  the 
Congress  each  year? 

MR,  BINGHAM.  Yes,  sir,  certainly.  As  a matter  of 

fact,  Mr.  Commissioner,  in  the  Constitution  you  will  re- 
the 

member  that/fathere  recognized  the  difficulty  of  making 
adequate  appropriations  for  the  Navy  to  do  their  work  in 
one  year.  The  Congress  may  not  appropriate  for  more  than 
one  year  for  anything  except  the  Navy,  but  realizing  that 
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it  takes  more  than  a year  to  build  ships,  the  Constitution 
permits  the  Congress  to  appropriate  ahead  for  ships.  I 
think  that  is  correct. 

Of  course,  in  aviation  it  is  not  quite  the  same,  be- 
cause it  does  not  take  quite  as  long,  but,  gfc  the  same 
time,  if  you  wanted  an  entirely  new  bombing  plane  designed 

and  built  and  put  into  commission,  it  would  take  you  longer- 
to  do  that. 

Another  resolution  passed  by  the  National  Aeronautic 
Association  in  its  annual  convention  a yearago  recommended 
that  grants  be  made  from  funds  of  the  P.W*A.  for  the  pur- 
pose of  new  military  and  naval  aircraft,  and  also  recommend- 
ed that  the  funds  so  provided  include  a specific  allotment 
for  the  purpose  of  executing  an  airship  development  program 
for  the  Navy  in  accordance  with  the  recommendations  of  the 
Joint  Congressional  Committee  on  lighter-than-air  craft 
and  their  report  of  June  6,  1933. 

This  leads  me  to  urge  upon  your  honorable  body  a care- 
ful and  intensive  study  of  that  report.  You  will  remember 
tha,t  following  the  loss  of  the  Akron  and  the  death  of  Admir- 
al Moffett  and  allof  the  crew  except  three,  a Joint  Congres- 
sional Committee  held  prolonged  hearings  and  made  a report 
which  was  signed  by  all  but  one  or  two  of  the  members  of  the 
Committee.  The  Committee  came  to  the  conclusion  that  the 
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Akron  was  structurally  strong  and  sound  at  the  time  she 
started  on  her  fatal  journey.  The  report  placed  the 
responsibility  for  the  crash  on  the  fact  that  the  ship 
was  navigated  into  storm  conditions  where  it  was  destroyed* 

Attention  is  invited  to  the  special  utilit  y of  Zeppe- 
lins on  the  scouting  line  of  the  fleet,  as  shown  by  German 
experiences  in  the  World  War  and  by  recent  exercises  of 
the  American  fleet. 

The  battle  of  Jutland  is  a striking  example  of  the 
importance  of  Zeppelins,  which  is  not  generally  recognized 
by  the  public. 

The  report  recommended  that  the  Navy  continue  in  thfe 
maintenances,  development  and  operation  of  airships  and 
that  the  ^aval  Air  Station  at  Lakehurst  be  the  center  of 
training  and  of  experiment.  The  Committee  further  recom- 
mended that  only  fully  trained  officers  of  wide  airship 
experience  be  placed  in  command  of  airships.  It  had  been 
brought  out  in  the  testimony  that  the  command  of  the 
Akron  had  been  given  to  an  officer  who  had  never  commanded 
the  only  rigid  training  airship,  the  Los  Angeles. 

The  Joint  Congressional  Committee  recommended  that 
a new  training  airship  be  promptly  built  and  that  a new 
airship  be  built  to  replace  the  Akron,  and  the  Los  Angeles 
be  put  into  commission  for  training  and  research.  These 
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recommendations  met  the  approval  of  experts,  including 

those  best  qualified  to  judge,  but  they  have  been  disre- 
garded. The  Los  Angeles  is  not  in  commission,  no  new  train- 
ing ship  has  been  ordered;  nothing  has  been  done  to  replace 
the  Akron.  I trust  that  the  investigations  of  this  Commis- 
sion and  a study  of  the  testimony  and  recommendations  made 
by  the  Joint  Congressional  Committee  may  lead  you  to  urge 
that  action  be  taken  similar  to  the  recommendations  of 
that  Committee, 

I admire  the  United  States  Navy.  I have  been  familiar 
with  its  activities,  its  ships,  and  its  personnel  since  my 
boyhood,  and  I believe  there  is  no  finer  navy  in  the  world 
than  ours.  The  admirals  who  direct  its  policy  are  splen- 
did types  of  seamen  devoted  to  salt  water  and  thoroughly 
competent  to  deal  with  its  vagaries.  The  captain  of  a 

ship  needs  to  know  all  kinds  of  things.  The  captain  of  a 
battleship  must  have  had  an  extraordinarily  wide  range 
of  experiences  not  only  with  navigation  and  engineering 
but  also  with  ordinance,  radio,  torpedoes,  gunnery  and  count- 
less other  things.  He  ought  not  to  be  asked  also  to  try 
to  follow  the  rapid  developments  of  aviation. 

The  science  of  navigation  has  been  developing  for 
hundreds  of  years.  The  art  of  flying  and  the  science  of 
aeronautics  are  only  at  the  threshold,  of  possible  develops 
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ment.  It  is  of  vital  importance  that  the  Navy  keep  ap- 
praised of  the  very  latest  in  aviation, and  yet  the  Navy  has 
accepted  aviation  very  grudgingly.  During  the  hearings 
held  by  the  Morrow  Board  in  1925  we  learned  that  morale  in 
naval  aviation  was  at  a low  ebb  and  that  naval  aviators 
were  placed  at  a great  disadvantage  in  comparison  with 
sea-going  officers.  We  recommended  the  appointment  of  an 
assistant  secretary  of  the  Navy  for  aviation.  Our  recommend- 
ation was  vigorously  fought  by  the  Navy.  The  ^avy  succeeded 

in  having  that  position  eliminated  from  the  five-year  program 
bill  as  it  passed  the  House.  It  was  inserted  fey  the 
Senate  and  finally  became  law  with  the  approval  of  President 
Coolidge. 

The  Navy  retaliated  by  decreeing  that  the  new  assis- 
tant secretary  of  the  Navy  for  aeronautics,  should  rank 
lower  than  the  lowest  ranking  admiral  in  Washington,  making 
him  merely  like  a civil  chief  of  bureau.  When  this  was 
changed,  due  to  Congressional  ad t ion,  obstacles  were  put 
in  his  way.  Nevertheless  he  was  able  to  overcome  most  of 
them  and  he  and  his  successor  combined  to  raise  morale  in 
the  Navy  air  force  to  a high  pitch,  to  improve  the  charac- 
ter of  the  training  and  equipment  to  a point  where  it 
became  the  pride  of  the  Nation.  This  success  was  resented 

by  some  of  the  admirals  in  the  Navy  and  their  constant 
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adverse  pressure  finally  succeeded  in  having  the  position 
of  assistant  secretary  of  the  NaVy  for  aeronautics  made 
vacant  — contrary  to  law. 

Since  there  is  no  high  official  in  the  Navy  Department 

devoted  to  aviation  in  the  same  way  that  high  officials  are 
devoted  to  navigation,  we  find  that  the  Na.vy  has  been 
taking  backward  steps  rather  than  going  forward. 

In  the  first  place,  the  program  of  airship  development 
sponsored  by  the  Assistant  secretary  of  the  Navy  for  avia- 
tion and  by  the  late  Admiral  Moffett,  approved  by  the  Con- 
gress and  entered  upon  with  enthusiasm,  has  been  allowed  to 
fall  by  the  wayside.  The  public  has  been  lead  to  believe 
that  the  Akron  was  a failure  and  that  the  Macon  is  a disap- 
pointment, and  the  Los  Angeles  too  dangerous  to  keep  in  com- 
mission. The  German  dirigible,  the  Graf  Zeppelin,  has 
crossed  the  Atlantic  more  than  fifty  times.  Her  only  at- 
tempted voyage  around  the  world  Was  made  successfully;  her 

promoters  have  another  bigger  and  better  ship  under  w^y. 

The  important  part  which  Zeppelins  played  in  the  naval  ac- 
tivities of  Germany  during  the  World  War  h&s  not  been 
given  the  public  attention  it  deserves. 

The  loss  of  the  Akron  was  not  due  to  structural  defects 
any  more  than  would  be  the  loss  of  a first  claGs  submarine 
which  attempted  to  give  beneath  Niagara  Falls.  No  seagoing 
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admiral  would  take  a destroyer  up  the  raging  waters  of 
the  Niagara  rapids  nor  would  he  hesitate  to  avoid  shoals, 
rock  and  whirlpools.  No  airship  pilot  with  any  experience 

would  have  taken  the  Akron  into  the  center  of  a storm. 

The  Navy  would  not  think  &f  putting  in  command  of  one  of 
its  battleships  an  officer  who  had  not  had  many  years  of 
experience  in  actual  command  of  powerful  surface  vessels  and 
yet  the  Navy  blindly  and  stupidly  placed  in  command  of 
the  largest  rigid  dirigible  in  the  world  a.  gallant  officer 
who  had  not  had  one  yearTs  experience  in  command  of  any 
rigid  diiSgible.  Is  it  not  perfectly  evident  that  the 
future  of  naval  aviation  depends  on  having  in  complete  com- 
mand of  its  activities  an  assistant  secretary  for  aeronau- 
tics who  should  be  an  expert,  able  to  give  sympathetic 
understanding  to  the  problems  of  aviators  and  the  limita- 
tions of  their  craft,  and  the  possibilities  for  future 
development? 

Another  result  of  the  Navy’s  unwillingness  to  have 
aviation  given  its  proper  place  in  the  scheme  of  things  is 
the  decision  made  by  the  General  Board  to  do  nothing  to- 
ward designing  and  building  an  experimental  flying  deck 
cruiser.  The  flying  deck  cruiser,  in  which  Admiral  Moffett 
was  greatly  interested,  is  a combatant  vessel  designed 
to  furnish  a deck  on  which  to  land  and  operate  aircraft 
in  the  fleet.  It  does  not  take  the  place  of  aircraft  car- 
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riers,  but  since  their  tonnage  is  limited  by  treaty  agree- 
ment, it  makes  possible  a considerable  increase  in  deck 
room  available  for  weary  naval  birds.  Aircraft  carriers 
are,  of  course,  more  satisfactory,  more  efficient,  than 
flying  deck  cruisers.  We  ought  to  &ave  as  many  as  we  are 

permitted  to  build. 

It  has  been  well  said  that  the  only  affective  way  to 
stop  the  attack  of  bombing  planes  is  to  seek  out  and  des- 
troy the  ships  on  which  they  are  based  and  without  which 
they  cannot  operate  at  sea.  That  can  be  done  effectively 
only  if  we  have  bombing  airplanes  in  our  own  fleet  and  ves- 
sels from  which  they  may  operate.  I agree  with  Commander 
Leighton  that  "the  only  satisfactory  answer  to  the  bombing 
airplanes  of  an  aircraft  carrier  is  bombing  airplanes  on 
an  aircraft  carrier.”  But  I would  add  to  that,  ”or  bombing^ 
airplanes  on  a flying  deck  cruiser.”  When  Commander 

Leighton  wrote  his  interesting  article  on  airplanes  and^  guns 

■ 

flying  deck  cruiser  had  not  been  visualized.  I believe 
that  a flying  deck  cruiser  presents  a means  of  placing 
more  bombing  airplanes  in  the  fleet  after  all  carrier  ton- 
nage has  been  utilized.  It  also  offers  excellent  possibili- 
ties in  the  matter  of  scouting,  commerce  raiding  and  protec- 
tion of  trade  routes,  as  in  the  defense  of  convoys. 

I cannot  understand  why  Admiral  Moffett’s  success  in 
securing  the  assent  of  the  London  Conference  to  this  propos- 
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al,  that  we  be  permitted  to  build  flying  deck  cruisers, 
has  not  been  taken  advantage  of  by  the  havy , except  that 
it  is  an  example  of  that  courageous  persistency  and  bull 
dog  tenacity  which  we  have  long  admired  in  our  fighting 
seadogs. 

i 

Personally  I do  not  believe  in  divorcing  seagoing 
aviation  from  the  %vy,  but  until  the  time  arrives  when 
the  great  majority  of  our  senior  admirals  shall  know  as 
much  about  aviation,  its  possibilities,  its  tactics,  and 
its  strategy  as  they  know  about  navigation  and  naval  war- 
fare, naval  aviation  should  have  a spokesman  in  the  cabi- 
net, or  in  the  junior  cabinet. 

It  is  obvious  to  students  of  modern  naval  warfare 
that  the  principal  target,  the  chief  point  of  attack  at 
the  beginning  of  the  next  war,  will  be  aircraft  carriers. 
Air  attacks,  to  be  really  successful,  must  come  to  our 
shores  from  floating  bases,  surface  ships  and  aircraft 
carriers.  It  must  be  remembered  that  fast  merchant  vessels 
can  be  readily  converted  into  aircraft  carriers  in  time 

of  war,  although  they  are,  of  course,  lees  effective  than 
ships  designed  specifically  for  the  purpose.  They  can 
become,  when  so  converted,  very  formidable  war  vessels  from 
which  powerful  attacks  of  numerous  bombing  planes  can  be 
launched  against  our  fleet  or  against  our  shores.  These 
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merchant  vessels  being  faster  than  battleships  need  not 
be  armored.  Any  nation  that  has  built  fast  merchant  ves- 
sels can  turn  them  into  aircraft  carriers  in  a relatively 
short  time  and  at  relatively  low  cost* 

That  is  one  reason  why  the  Congress  ought  to  be  glad 

to  give  large  subsidies  for  the  building  of  fast  merchant 
vessels  to  sail  under  the  American  flag.  Since  Congress 
always  shies  at  the  word  n subsidy'1  it  has  made  possible  ex- 
tremely liberal  payments  for  the  carriage  of  such  small 
amounts  of  mail  as  to  give  rise  to  sneering  criticism  and 
public  sca^£:al*  It  seems  to  me  that  it  would  be  appro- 
priate for  this  Commission  to  recommend  to  the  Congress 
a program  of  promoting  the  building  and  subsidizing  the 
operations  of  fast  merchant  vessels,  as  done  by  England, 
France,  Italy  and  Japan,  as  a very  real  and  formidable  base 
for  effective  overseas  operations  of  airplanes,  fighting, 
bombing,  and  scouting,  in  time  of  war.  It  may  seem  a far 
cry  for  the  Federal  Aviation  Commission  to  recommend  the 
construction  and  subsidizing  of  fast  merchant  vessels. 

Nevertheless  it  should  always  be  remembered  that  the  air- 
plane cannot  constantly  support  itself  either  over  the 
land  or  over  the  water.  It  must  have  a base  from  which  to 
operate.  It  must  have  ships  to  take  it  near  to  the  scene 
of  action  if  that  action  is  to  be  effectively  successful 
overseas.  It  must  have  land  bases  in  its  home  territory. 
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X think  you  will  agree  with  me  that  additional  ground 
facilities  and  equipment  are  needed  within  the  boundaries 
of  the  United  States  in  order  to  adequately  provide  for  the 
national  defense. 

One  of  the  important  recommendations  of  the  Baker  Com- 
mittee recently  appointed  by  the  Secretary  of  War,  was  that 
adequate  landing  fields  be  provided  in  all  strategic  areas 
in  addition  to  the  concentration  of  Air  Corps  tactical 
units,  in  the  minimum  possible  number  of  ports.  I trust 
that  this  Commission  will  make  a similar  recoramendatione 

I submit  that  the  provision  of  fast  merchant  vessels,  able 
to  take  their  place  at  short  notice  as  emergency  air- 
craft carriers,  is  just  as  important  as  the  provision  for 
adequate  landing  fields  in  all  strategic  areas. 

May  I interrupt  myself  at  this  point  to  say  that  I 
have  been  much  struck  with  reading  Commander  Leighton* s 
article  on  airplanes  and  guns,  which  appeared  some  months 
ago  in  the  Atlanti c Monthly,  and  I studied  it  again  be- 
fore coming  before  your  Honorable  body  — I was  struck  with 
the  fact  that  he  lays  great  stress  in  time  of  war  on  protect- 
ing convoys.  He  calls  attention  to  the  fact  that  a large 
part  of  the  supplies  which  we  would  get  in  time  of  war, 
particularly  rubber, must  come  from  overseas.  He  calls 
attention  to  the  fact  that  the  convoys  of  merohant  vessels 
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are  always  most  important.  Now,  if  we  were  convoying  a 
group  of  merchant  vessels  across  the  Pacific,  in  the  last 
war  we  might  haw.  expected  an  attach  "by  submarines  and  the 
convoy  would  have  consisted  of  chiefly  destroyers  with  depth 
bombs,  able  to  protect  against  submarine  attack.  However, 
in  the  next  war  it  seems  to  me  quite  likely  that  the  attack 
will  come  with  bombing  airplanes  which  will  fly  right  over 
the  cruisers,  or  the  destroyers,  rather,  and  drop  their 
bombs  on  the  rather  helpless  vessels  which  are  bringing 
needed  supplies  to  our  coast  or  taking  them  for  overseas 
operations.  The  question  immediately  arises,  how  to  meet 
such  an  attack. 

Let  us  suppose,  for  instance,  that  a large  merchant 
vessel,  like  the  Adriatic,  had  been  transformed  into  an 
aircraft  carrier  for  commerce  attack,  and  that  with  thirty 
o r forty  bombing  airplanes  on  board  she  had  discovered  where 
this  convoy  was,  and  from  a distance  of  200  or  300  miles 
should  launch  an  attack  of  bombing  planes  on  the  convoy. 

It  i s obvious  that  all  the  destroyers  in  the  world  could 
not  prevent  a large  number  of  the  convoy  ships  from  being 
sunk  by  those  bombing  airplanes. 

As  Commander  Leighton  says, the  only  answer  to  bombing 
airplanes,  coming  from  a carrier,  is  bombing  airplanes  from 
another  carrier  to  attack  that  carrier.  Therefore,  it 
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seems  obvious  in  every  convoy  which  we  send  overseas,  there 
must  be  one  carrying  bombing  airplanes.  It  would  seem  to 
me  that  the  most  effective  way  to  do  it  would  be  through 
flying  deck  cruisers,  which  could  not  only  protect  the  con- 
voy against  the  attach  of  submarines,  and  destroyers,  but 
also  would  have  a deck  from  which  twenty-five  bombing  air- 
planes might  be  operated. 

In  addition,  it  would  seem  as  though  there  should  be 
convertedfast  merchant  vessels,  going  along  with  deck  space, 
in  order  that  the  convoy  might  be  carefully  protected  by 
scouting  operations,  and  then  an  attack  made  on  any  aircraft 
carrier  of  the  enemy. 

That  it  seems  to  me  is  a matter  which  has  not  been  suf- 
ficiently brought  out  in  the  writings  which  I have  seen, 
but  which  is  an  interesting  development  from  a study  of 
Commander  Leighton’s  article. 

May  I also  take  this  opportunity  of  suggesting  to  the 
Commission  most  careful  consideration  of  that  part  of  the 
Baker  Committee’s  report  having  to  do  with  the  aviation 
industry.  Although  some  members  of  Congress  are  violently 
opposed  to  them  it  is  worthy  to  remark  that  these  recommenda- 
tions represent  the  unanimous  opinion  of  a very  distinguished 
group  of  entirely  disinterested  students  of  the  problems  of 
the  Nation’s  air  defense.  The  aviation  industry  was  not 
represented  on  the  Baker  Committee.  The  Board’s  recommends^- 
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tions  cannot  be  charged  with  partiality  or  an  improper 
desire  to  favor  special  interests.  Consequently  the 
BoardTs  statement  that  the  aircraft  industry  "is  absolute- 
ly essential  to  the  national  defense"  is  worthy  of  very 
careful  consideration.  I agree  with  them  entirely  in  the 
statement  that  "military  aviation  in  time  of  War  must  rely 
largely  upon  airplanes  built  in  time  of  war  and  consequent- 
ly the  general  condition  and  productive  capacity  of  the  . 
aircraft  industry  are  of  national  concern."  X agree  with 
the  Baker  Board  that  the  more  generous  appropriations  are 
needed  in  order  to  provide  greater  facilities  for  cross- 
country, instrument,  night,  radio  beacon,  and  bad  weather 
flying. 

the 

I might  state  that  when  I use  / word  "disinterested" 

I mean  disinterested  from  a business  point  of  view* 

$n  view  of  the  amazing  progress  made  in  aviation 
during  the  past  ten  years  — even  duringthe  past  three 
years  — it  seems  to  me  obvious  that  among  the  Presi- 
dent’s closest  advisers  there  should  be  a number  of  aeronau- 
tical experts  and  pilots.  Some  people  think  there  should 
be  a separate  department  of  aviation  with  a cabinet  officer 
at  its  head.  They  forget  that  while  the  office  of  attor- 
ney general,  the  head  of  the  Department  of  Justice,  is 
always  filled  by  the  appointment  of  a professional  lawyer, 
the  office  of  postmaster  general  is  not  usually  filled  by 
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the  appointment  of  an  experienced  postmaster,  nor  is  the 

secretary  of  the  Navy  usually  an  expert  seaman,  nor  the 

(' 

secretary  of  War  a professional  soldier. 

Consequently  there  is  no  reason  to  suppose  that  the 
Secretary  of  Aeronautics  would  be  a professional  aviator 
or  an  aeronautical  engineer.  The  President  must  have  in 
his  cabinet  a group  of  friends  and  advisers,  trusted  coun- 
sellors rather  than  professional  experts.  On  the  other 
hand,  in  the  junior  cabinet,  it  seems  to  me  there  is  great 
need  for  experts  to  correspond  with  the  under  secretaries 
in  our  own  and  in  the  British  cabinet*  It  was  the  unanimous 
recommendation  of  the  Morrow  Board,  approved  by  President 
CoiDlidge,  and  put  into  law  by  the  Congress,  that  aviation 
would  benefit  greatly  from  the  appointment  of  three  juniof 
cabinet  officers  whose  duty  it  shoub  be  to  promote  close 
cooperation  between  aviation  and  the  other  parts  of  the 
Army  and  the  Navy  and  the  Commerce  Department.  I believe 
that  American  aviation  made  great  progress  under  the  guidance 
the  sympathetic  supervision  and  the  expert  counsel  given 

to  the  administration  and  to  the  Congress  by  these  three 

assistant  secretaries.  I believe  that  American  aviation 
has  suffered  very  greatly  because  those  three  posts  have  not 
been  filled.  I understand  perfectly  that  the  highest 
ranking  general  in  the  Army  and  the  highest  ranking  Admiral 
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in  the  Navy  do/iot  like  to  have  a civilian  aeronautical 
expert  in  a position  where  he  can  constantly  reach  the  ear 
of  a responsible  member  of  the  cabinet,  and  through  him 

the  President.  If  their  views  are  to  prevail  perhaps  the 
only  answer  is  a new  department  of  national  defense,  one 
branch  of  which  sha^.1  be  military  and  naval  aviation.  Per- 
sonally I do  not  believe  that  there  is  an  ideal  solution 
but  at  least  it  will  be  more  likely  to  make  the  national 
air  defense  adequate  and  keep  America  first  in  the  air 
than  the  present  arrangement. 

MR.  WARNER.  You  dwelt  especially  on  the  matter  of 
the  assistant  secretary  of  the  Navy,  Mr,  Bingham.  I under- 
stand that  you  recommend,  however,  that  all  three  posts 
be  kept  alive  and  be  kept  filled? 

MR.  BINGHAM.  Particularly  the  two  for  the  Army  and 

Navy.  On  account  of  the  very  extensive  investigations  of 
the  Baker  Board  and  their  recommendations,  I did  not  go 
into  the  War  Department  side  of  it  as  much  as  I would  have 
liked  to,  and  also  I realize  that  your  time  is  limited, 
but  I do  believe  that  the  recommendations  of  the  Baker 
Board,  in  so  far  as  they  concern  an  assistant  secretary- 
ship of  War  for  Aeronautics  were  very  unfortunate.  It 
should  be  remembered  that  the  Baker  Board,  although  composed 
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of  very  distinguished  members,  had  on  it  five  general  of- 
ficers, all  of  whom  were  friends  of  the  chief  of  staff, 

and  undoubtedly  more  or  less  reflected  his  views. 

It  is  currently  reported,  and  I believe  to  be  accurate- 
ly so,  that  when  Mr*  Davison  was  assistant  secretary  of 
War  for  Aeronautics,  the  chief  of  staff  resented  to  such 
a degree  his  ability  to  interfere  with  the  chief  of  staff’s 
decisions  regarding  aviation,  that  he  proposed  to  Secretary 
Hurley  the  virtual  abolition  of  the  office  by  taking  away 
from  Secretary  Davison  almost  allot  his  power*  He  could 
not  abolish  the  office,  because  it  had  been  created  by 
Congress  and  the  incumbent  had  been  nominated  by  the  Presi- 
dent and  approved  by  the  Senate.  But  he  very  nearly  per- 
suaded Secretary  Hurley  to  do  away  with  nearly  all  Mr. 
Davison’s  duties. 

Of  course,  it  is  annoying,  antitrust  be  annoying  to  a 
chief  of  staff,  or  to  a chief  of  naval  operations  in  the 

Navy,  to  have  someone  in  a 'position  superior  to  him 
who  has  daily  access,  or  you  might  say  he  has  hourly  access 
to  the  Secretary,  whose  chief  business  is  to  promote  avia- 
tion. I realize  that  airplanes  area  good  deal  like  guns, 
although  Tdth  an  infinitely  longer  range.  I realize  that 
they  must  be  under  the  same  command  in  war,  and  most  of 
the  airplanes  under  the  same  command  as  the  guns  and  the 
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infantry.  But,  at  the  same  time,  in  these  days  of  extrar- 
ordinarily  rapid  development  of  the  air,  the  problems  are 
occurring  with  such  rapidity  that  even  those  of  us  who 
have  given  a great  deal  of  time  to  the  matter  have  not ' 
thought  them  out  as  fully  as  we  might  have  liked  to,  on 
this  problem  of  convoys,  and  personally  I have  never  seen 
an  article  which  went  into  the  subject  fulljf  and  the  ques~ 
t ion  of  how  we  are  going  to  arrange  convoys  during  the 
next  war,  when  it  is  obvious  that  whoever  is  fighting  us 
will  have  a large  number  of  vessels  from  which  airplanes 
can  be  dispatched  to  attack  the  convoy. 

In  addition  to  that,  some  feel  that  perhaps  a separate 
department  of  national  defense,  devoted  to  aviation,  is 
the  best  way  out  of  the  difficulty,  and  yet  I would  hate 

to  see  arrangements  that  would  interfere  with  the  position 
in  the  Navy  controlling  aviation,  and  there  should  be  the 
greatest  cooperation.  Obviously,  fifty  years  from  now 
this  problem  wonlt  be  with  us  because  the  higher  ranking 
admirals  in  the  Navy  will  at  that  time  have  more  fresh 
air  and  less  salt  water  as  a background. 

MR,  WARNER.  Thank  you. 

THE  CHAIRMAN.  Mr.  Bingham,  the  press  is  asking  for 
a copy  of  your  report  today.  This  is  an  executive  session 
and  of  course  it  is  entirely  up  to  you.  Is  there  anything 
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in  this  — 

HR.  BINGHAM.  No,  sir.  In  fact,  I did  not  know  it 
was  an  executive  session,  and  I gave  a friend  of  mine  a 
copy  of  it  yesterday,  but  I thought  it  was  all  right  and 
it  could  be  easily  stopped  if  you  wish  it  stopped. 

MR.  LANE.  Senator,  you  recommend  the  building  of 
flying  deck  cruisers,  etc.  Do  you  visualize  that  convoys 
and  oversea  operations  of  American  forces  will  be  more 
or  less  compulsory  ship  based  rather  than  land  based? 

MR.  BINGHAM.  Yes,  I do. 

MR.  LANE.  You  do  not  see  the  possibility  of  develop- 
ment of  long  range,  either  land  or  water  baabd  aviation, 
which  might  act  as  convoys? 

land 

MR.  BINGHAM.  Long  range/based  aviation  could,  in  my 
opinion,  not  act  as  a convoy,  because  the  speed  of  the  air- 
plane is  so  much  greater  than  the  speed  of  the  convoy  that 
you  have  got  to  slow  down  your  warships  in  sending  a con- 
voy because  you  cannot  go  faster  than  the  speed  of  the 
slowest  freighter  that  is  in  the  convoy# 

Now,  of  course,  perhaps  a better  form  of  convoy  would 
be  a couple  of  rigid  dirigibles,  but  it  is  a little  diffi- 
cult to  visualize  rigid  dirigibles  with  sufficient  space 
to  carry  enough  bombing  planes  to  make  practicable  an  at- 
tack on  an  aircraft  carrier  that  was  attacking  your  convoy* 


3808 

I do  not  believe  that  land  based  aviation  would  ever 
satisfactorily  take  care  of  the  convoy.  Of  course,  I am 
suggesting  to  you  that  the  best  possible  form  of  protection 
for  a convoy  is  ocean  based  aviation,  based  on  either  fly- 
ing deck  cruisers  or  on  converted  merchant  ships,  with 
flying  decks,  going  with  the  convoy. 

MR.  LANE.  You  do  not  see  the  possibility  of  traffic 
lanes  being  kept  open  by  more  or  less  constant  patrol  with- 
in three  or  four  hundred  miles  of  those  l&nes  by  aircraft? 

MR.  BINGHAM®  No,  sir,  it  seems  to  me  that  supposing 
you  had  a traffic  lane,  such  as  you  speak  of,  between 
Honolulu  and  San  Francisco,  with  scouting  planes  proceeding 
up  and  down  within  200  or  300  miles  of  the  center  lane  con- 
stantly and  a convoy  going  from  San  Francisco  to  Honolulu 
with  military  and  other  supplies,  troops,  etc*  An  enemy 
carrier,  corning  from  the  direction  of  Tahiti,  with  news  of 

the  convoy  - — and  nearly  always  news  leaks  out  in  these 

not 

days  of  radio,  and  it  is/very  difficult  to  get  news  of 
the  probable  location  of  the  convoy  in  the  traffic  lane  - — 
an  enemy  aircraft  carrier,  coming  from  the  direction  of 
Tahiti,  or  let  us  say  from  the  Marshall  Islands,  and  coming 
within  500  miles  of  the  center  of  that  traffic  lane,  and 
then  launching  a squadron  of  bombing  planes,  with  a radius 

of  a couple  of  thousand  miles,  and  a good  many  tons  of  bombs 
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MR.  LAiffi.  Will  it  not  be  just  as  easy  for  them  to 
get  news  of  the  raider’s  activities  as  for  the  raider  t o 
get  news  of  our  convoy? 

MR.  BINGHAM.  No,  because  the  history  of  the  last  war 
shows  that  it  was  very  difficult  for  the  greatest  maritime 
nation  on  earth  to  find  out  where  the  raider  was,  but  it 

was  not  very  difficult  for  the  raider  to  find  out  where  the 
great  body  of  the  ships  were. 

MR.  LANE.  If  I remember  correctly,  the  raider’s  ac- 
tivity was  within  a range  of  two,  three,  four  or  five 

hundred  miles,  in  a great  many  instances,  and  if  we  had 
had  sufficient  aircraft  to  patrol  those  areas,  rather  than 
depending  entirely  upon  separate  vessels,  the  life  of  the 
war  would  have  been  very  much  shorter.  She  was  reported 
constantly  by  this,  that  and  the  other  vessel,  and  her 
steaming  radius  being  pretty  well  known,  she  could  have 
been  located  within  500  miles  of  her  report,  within  34 
hours,  which  won’t  happen  again,  because  airplanes  will  be 
able  to  be  dispatched  to  that  area  on  very  short  notice. 

MR.  BINGHAM.  Not  unless  you  have  a good  base  to  pro- 
ceed from. 

MR.  LANE.  It  has  been  m$f  thought,  and  it  has  been 

suggested  to  us,  that  aside  from  strictly  plane  activity, 
we  may  anticipate  the  day  when  aircraft  will  b e so  large  and 
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so  fast  that  they  will  be  more  or  less  independent  of 
surface  vessels  for  means  of  launching.  They  may  have  t o 

be  dependent  upon  islands  or  harbors  and  landing  bases, 
in  the  not  very  far  distant  future,  so  far  as  defensive 
operations  are  concerned.  Offensive  operations  are  another 
thing. 

MR.  BINGHAM.  Is  it  not  a fundamental  principle  in 
the  art  of  war  that  your  best  defense  is  a vigorous  of- 
fense? 

MR.  LANE.  Yes,  but  that  has  never  been  our  national 
policy,  nor  have  we  ever  allowed  it  to  become  a portion 
of  our  national  policy  until  the  emergency  actually  took 
place. 

MR.  BINGHAM.  I do  not  agree  with  you.  When  we  built 
the  battleship  fleet  in  the  days  of  the  first  President 
Roosevelt,  and  were  threatened  with  trouble  both  in 
Ohile  and  in  Japan,  we  went  right  out  to  the  scene  of 
trouble  and  followed  an  offensive  policy,  which  was  the 
best  possible  defense,  because  both  of  those  countries  im- 
mediately became  friendly,  at  least  in  appearance. 

MR.  LANE.  That  is  true  in  that  particular  administra- 
tion, but  certainly  my  history  reveals  no  other  administra- 
tion where  that  had  taken  place  for  a great  many  years. 

MR.  BINGHAM.  That  was  an  administration  where  we 
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went  through  seven  or  eight  years  without  any  war. 

MR.  LANE.  We  also  had  a very  large  standing  array 

as  compared  with  our  present  one,  in  comparison  with  our 
population. 

MR.  BINGHAM.  I would  not  say  very  large. 

MR.  LANE.  Lots  bigger  than  today. 

MR.  HUNS AKER.  I might  suggest  that  Dewey  going  to 
Manila  was  a very  offensive  way  of  freeing  Cuba,  Mr.  Lane. 
MR.  LANE.  That  was  an  emergency,  however. 

MR.  BINGHAM.  We  brought  on  the  emergency.  We  hadr 
Dewey  out  there  already  to  act  before  War  began.  He  was 
within  a few  hundred  miles  of  Manila,  within  two  days1 
sailing. 

MR.  LANE.  Another  thing  which  ycuhave  suggested  in 
your  brief,  in  which  I am  very  much  interested,  is  that  you 
say  that  Congress  revolts  at  a direct  subsidy.  Do  you  feel 

that  that  antipathy  to  a subsidy  will  continue,  and  is 
likely  to  continue? 

MR.  BINGHAM.  Mr.  Lane,  you  are  just  as  good  a judge 

i 

of  that  as  I am,  and  probably  better.  remember  that  after 
the  World  War,  when  we  had  tc  waste  so  many  hundreds  of 
millions  of  dollars  in  building  of  surface  vessels  that  the 
cries  of  those  who  said  that  we  ought  to  build  a good  mer~ 
chant  marine  were  heeded.  And  President  Harding  called  an 
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extra  session  of  Congress  for  the  specific  purpose  of  pro- 
viding subsidies  for  the  merchant  marine.  All  the  coast 
states  on  the  Atlantic  Coast  and  the  Pacific  Coast  were 
for  it,  but  you  will  remember  that  a filibuster  developed 
in  the  Congress,  conducted  by  the  interior  states,  which 
made  it  impossible,  even  with  the  effects  of  the  so-called 
Harding  landslide,  and  the  new  Congress  called  for  that 
purpose,  and  the  popularity  of  Harding,  made  it  impossible 
to  get  that  through  the  Congress. 

The  word  subsidy"  is  one  at  which  people  can  be 
easily  frightened.  It  is  like  that  beautiful  word  wMeso~ 
potamia,f.  It  was  in  recognition  of  that  fact  that  the 
Jones5  shipping  bill  was  passed  by  Congress.  The  Congress 
knew  perfectly  well  - — I may  say  we  knew, because  I was  in 
the  Congress  which  passed  it  — we  knew  perfectly  well 
what  we  were  doing.  We  knew  we  could  not  get  a subsidy 
by  because  the  people  were  opposed  to  it  and  would  not  pay 
subsidies,  but  they  did  not  mind  mail  subsidies.  Of  course 
tne  effect  w*as  that  we  did  build  up  the  merchant  marine 
to  a large  extent,  between  such  remote  ports  as  Seattle  and 
South  Africa,  but  the  amount  of  the  mail  to  be  carrledwas 

so  small  that  today  it  has  become  a scandal. 

MR.  LANE. 

/Do  you  feel  that  it  would  be  advisable  from  the 
point  of  view  of  a psychological  reaotion,  that  an  air  mail 
subsidy  be  given  in  the  guise  of  air  mail  contracts  rather 
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than  differentiating  between  actual  cost  of  mail  and  sub- 
sidy? 

MR.  BINGHAM.  That  was  tried.  That  was  the  object  of 
the  HcNary  Watres  Act,  It  caused  great  difficulty  and 

great  suffering  , and  what  seemed  to  me  a great  b lunder  to 
be  made.  It  does  not  seem  to  me  it  would  be  wise  to  try 
that  experiment  again.  I hope  that  you  can  find  some  means 
as  I think  I suggested  the  last  time  I i^as  before  the  Com- 
mission, of  providing  a reasonable  bonus  for  super-  per- 
formances, and  calling  it  that. 

It  is  one  of  the  most  difficult  problems  of  Government 
where  there  is  something  which  you  know  of  to  be  done  but 
it  is  something  which  has  a bad  name  and  when  you  try  to 
do  it  the  public  r aises/ip  and  protests.  It  would  be  very 
wise  for  the  United  States  to  have  a much  larger  standing 
army  than  it  has  now.  It  would  tend  toward  peace.  It 
would  benefit  the  country  industrially  and  physically  and 
benefit  it  generally,  but  a large  standing  army  is  some- 
thing that  democracies  have  always  been  afraid  of. 

Those  are  among  the  most  difficult  problems  of  Govern- 
ment. 

MR.  HUNS AKER.  With  regard  to  the  more  purely  nation- 
al defense  question,  you  spoke  of  the  possibility  of  aug- 
menting the  amount  of  aviation  in  the  fleet  by  the  addition 
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of  flying  deck  cruisers  and  merchant  men.  I got  the  impres- 
sion that  the  present  administration  is  very  mftch  in 
favor  of  aviation  in  the  fleet,  and  I am  pretty  well  sold 
on  it  now,  and  Admiral  Moffett !s  work  has  "borne  fruit, 
but  they  are  still  somewhat  skeptical  of  the  value  of  any 
aviation  that  is  not  carried  on  a ship.  When  it  is  not 
on  a ship  it  has  not  so  much  interest.  That  has  to  do  with 
patrol  squadrons  and  the  possibility  of  independent  opera- 
tions in  the  northern  and  western  Pacific.  Have  you  given 
that  matter  some  thought  as  to  whether  we  are  lacking  in 
the  development  of  long  range  flying  boats  and  effective 
striking  force  for  the  Navy,  which  is  limited  by  the  ships 
themselves? 

MR.  BINGHAM.  No,  I have  not  given  that  any  serious 
thought,  nor  have  I heard  it  much  discussed.  Of  course, 
it  is  true  that  we  are  rapidly  coming  to  a type  of  flying 
boat  that  has  great  range  and  great  possibilities.  At  the 
same  time,  Ihave  spent  a good  deal  of  my  life  at  sea,  al- 
though not  a sailor.  My  father  was  at  one  time  a missionary 
sea  captain,  so  I learned  a good  deal  abcut  the  sea  from 

him,  and  I have  seen  it  also  a great  many  times  in  condi- 

/ 

/ 

tions  where  no  flying  boat  in  t he  world  could  possibly 
lamd  or  take  off.  Under  normal  conditions  of  the  ocean, 
pleasant  sailing  weather,  it  is  all  right.  But  unless  one 


• . ' "y  r ' ' *'  ■ ...  ■ 

r rj  ::  Ec  ter  e j ■ . . . 

? 'v;.  y.  • ■■  -:j  \ v :•*  •.  ' * 

- . - '■*  *;  , * .»  i ••  • • •• 

•;  : ■£  ; ..  ^ . • ; ;■ 

. . - . - *■  v',  : v'  ‘ ' 

, : i . V. 

• : .■  ■ \i  J .■  ; : . - a ’ ■■■.;■.  , ,.M>  b.r  ..  , 

. , ■ : - ; : ' 

s.’-  ' r'”  l i it  c - 

;■  • , *£*  v V ; • ti  '■  * 

.....  ’•  •"  t \ 1 ii  '■  .. 

, , , r fi  y 

1 1?  ■;» 


\ .. 


... : ’ v ; . 


’ i " : • i.  0 \u  • •/.( 
-!■  • . " '. . 5 .-  • 


• r 


‘*,v . -Ur  :/va.  V \ ' * 


...  ...  ■ ••  r:  : ?f  ii  ” " ■ 

iVv  a tl'i -a  ‘ ■■  . ; 


■ ’ :?  7 a - 

. •.  • .:  ■ . y..  . i .. 


. . ; v 


■■  ' ' t ' .'  ■“  30 

*•  i v •.  . • 

• • I-'  ' . •' 

• * . ; J. 

• - ! "■  ...  ; ; . ..  2 a.; 

v ..  ...  r •;  ••  1 ’■! 

t - *•' 

.•  t ■ : { • . ' , 3 

• ’ ' ' - ' • . " • ■ • ' ■ . h 

...vj  ! •'  =*■ 

' l ■ " ■ 3 - 

. r • • • •'  “ 

i . . ’*  : i * B 3 ■ : 

. tm  1 I \ . .....  , > 


■ ■ : ‘ \ ' : ’ 


-\ • ■ 


1 : ' 


' " I ■■  X 

. •«  t.  ■”!f  ' r 

•,  1 : 

..  - .•  - h . 

0 ' .■ 

■:  ..  ...  i ' ! ;.  ,L‘  ■ • t QZ  ' Cfr»  )i  .L 


3815 


is  going  to  build  a flying  boat  that  is  200  or  300  feet 
long,  which  nobody  contemplates*  how  are  you  going  to  have 
a flying  boat  that  can  do  anything  on  a rough  day? 

MR.  HUNSAKER.  A flying  boat  does  not  want  any  land- 
ings in  the  open  sea,  but  they  do  want  bases  andharbors 
scattered  along  the  route  over  which  they  expect  to  fly. 

MR.  BINGHAM.  Supposing  that  the  Graf  Zeppelin  had' 
been  a flying  boat  when  she  made  her  second,  or  was  it 
her  third  trip  across  from  Europe  to  America  and  four  of 
her  five  engines  failed.  You  remember  her  experience. 
Being  a lighter-than-air  craft  she  was  able  to  limp  back 
to  Marseilles  with  one  motor,  but  had  she  been  a flying 
boat,  nothing  would  have  been  heard  of  her  again. 

I have  the  greatest  faith  and  belief  in  aviation,  but, 
after  all,  one  has  to  remember  that  in  several  million 
years  Nature  has  never  developed  successfully  a large  bird 
Nature  has  developed  enormous  whales,  which  still  exist, 
and  enormous  elephants,  but  the  largest  bird  in  the  world 
can  easily  be  carried  by  a stout  boy.  She  did  in  pre~ 

historic  times  develop  some  kind  of  mammoth  flying  beasts, 
but  they  could  not  survive,  they  could  not  exist.  I re- 
member how  impressed  I was  on  my  first  trip  across  South 
America  in  the  interior  to  run  across  the  largest  bird  in 
America,  the  Jabiru.  It  has  a wing,  nine  fe&$  and  stands 
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4 1/2  feet  high.  He  is  very  timid.  There  are  only  a 
few  of  them  left.  And  we  came  along  on  a river,  and  rather 
suddenly,  under  a certain  amount  of  cover,  we  saw  two  or 
three  of  these  Jabirus,  and  they  would  run  75  or  100  feet 
before  they  could  take  off.  They  could  not  take  off  from 
an  ordinary  place  at  all.  They  had  to  hop  and  hop  and 
hop  and  get  up  speed  and  have  a runway.  When  they  landed, 
it  was  like  the  breaking  up  of  a great  machine.  It  was 
a wonderful  object  ledeon  in  the  difficulty  of  the  large 
birds,  as  to  which  Nature  in  several  million  years  has  not 
been  able  to  develop  anything  larger  than  a Jabiru,  suc- 
cessfully. How  are  men  going  to  develop  these  enormous 
things  successfully,  which  have  always  got  to  come  down, 
either  on  the  water  or  on  land?  They  have  got  to  operate. 
They  can  never  stay  up.  That  is  one  reason  why  I believe 
so  firmly  in  airships,  that  the  airship  can  overcome  those 
difficulties  and  be  repaired,  just  as  the  Graf  Zeppelin 
did,  on  her  first  trip  across.  She  got  into  (difficulties 
not  very  far  from  Bermuda,  if  I remember  correctly,  and 
she  hove  to  in  the  air  and  Eckener’s  son  went  out  and  re- 
paired the  ship  and  she  got  into  Washington,  and  you  saw 
great  patches  on  her. 

That  is  one  reason  why  I am  strongly  for  the  Navy 
having  airships  and  airships  being  developed  for  trans- 
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It  seems  to  me  far  more  sensible  to  have  a large 
number  of  emergency  landing  fields,  both  on  land  and  on 
the  sea,  small,  fast,  effective,  efficient  boats  because 
Nature  has  developed  an  enormous  number  of  extremely  fast 

and  very  maneuverable  birds,  which  can  fly  long  distances, 
like  the  plover,  which  goes  two  thousand  milesin  one 
flight  every  year  from  the  Aleutian  Islands  to  the  Hawaiian 
Islands.  Nature’s  most  effective  birds  are  the  small 
ones  and  I believe  the  most  effective  airplanes  are  the 
small  ones.  The  larger  it  is,  the  less  maneuverability  it 
has  and  the  more  clumsy  it  is* 

MR.  LANE.  You  have  suggested  that  sea-going  admirals 
have  been  interested  in  the  development  of  aviation.  As 
long  as  you  tie  aviation  to  boats,  won't  it  be  governed  by 
sea-going  admirals?  You  limit  its  size  by  the  size  of 
your  boats  and  you  limit  the  range  by  the  size  of  the  air- 
plane and  you  limit  the  activity  by  what  the  admiral  of  the 
fleet  has  to  have  so  far  as  their  operations  are  concerned. 

Therefore,  is  not  aviation  progress  best  effected  if  they 
are  separated  as  much  as  possible  from  those  boats? 

MR.  BINGHAM.  No,  because  then  the  man  who  does  not 
know  anything  about  the  boat  will  make  the  planes  so  big 
they  cannot  get  on  the  boat,  and  you  must  have  them  on 
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MR.  LATE.  I think  you  have  got  two  kinds,  possibly# 

MR.  BINGHAM.  Yes,  sir. 

MR.  LAMS.  I think  you  have  got  to  have  those  which 
are  confined  to  boats,  which  follow  the  convoy  work,  and 

work  with  the  fleet,  where  they  are  working  supplementary 
to  surface  craft  operations.  But  is  there  not  another  func- 
tion of  aviation,  which  is  perfectly  independent  of  surface 
vessels? 

MR.  BINGHAM.  Yes,  sir. 

MR.  LANE.  For  offensive  work  against  surface  vessels, 
but  which  do  not  have  to  return  to  any  surface  vessel  for 
their  base? 

have 

MR.  BINGHAM.  I would/that  under  the  Army  just  as  we 
have  it  now.  You  have  two  kinds  of  aviation,  it  is  true, 
the  land  based  aviation  and  the  sea-based  aviation.  They 
are  separate  and  require  different  types  of  ships  and  dif- 
ferent types  of  landing  gear.  We  went  into  that  question 
quite  fully.  I was  the  chairman  for  some  time  of  a joint 
Congressional  committee  on  joint  coast  defense,  and  we 
heard  a lot  of  testimony  on  the  subject.  There  is  a no- 
man1 s land  which  is  every  man1  e 3a nd,  in  between. 

MR.  HUNSAKER.  Senator,  I think  Mr.  Lane  and  I are 
thinking  not  of  coastal  matters,  but  more  about  the  Western 
Pacific  and  the  Aleutian  Islands  and  harbors.  You  could 
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not  have  the  Army  conducting  an  expedition  in  the  Western 
Pacific  very  well, 

MR,  BINGHAM.  No. • 

MR.  HUNS AKER.  It  becomes  a naval  function,  and  yet 
they  would  not  be  basing  on  the  islands,  but  on  ships. 

MR . BINGHAM.  I think t hat  people  think  of  the  defense 
of  the  Hawaiian  Islands  generally  as  more  of  a naval  func- 
tion than  an  army  function,  and  that  the  fact  that  they 
fall  short,  after  taking  off  and  you  get  out  of  sight  of 
land,  made  it  seem  to  me  rational  to  place  the  bombing  air- 

p lanes  on  the  Hawaiian  Islands,  entirely  under  naval  con- 
trol, because  it  has  got  to  be  a naval  sea-going  pilot  that 
operet  es  them,  and  one  who  can  recognize  the  stuff  at  sea 
and  find  his  way  back  to  land.  It  has  amazed  me  sometimes 

how  poor  certain  naval  pilots  are  in  that  respect.  I won*t 
mention  any  names,  but  one  of  the  most  distinguished  and 
leading  pilots  in  the  Navy  was  flying  with  me  from 
Philadelphia  to  Lakehurst,  and  he  got  lost  and  we  rode 
around  for  one,  two  or  three  hours  because  he  could  not 
remember  the  map.  Similarly,  I would  not  want  an  Army 
pilot  to  take  me  from  one  group  of  islands  to  another 
unless  he  had  a good  navigator  with  him.  I do  think  that 
for  bombing  planes  with  bases  on  the  Aleutian  Islands  and 
the  Hawaiian  Islands  that  they  should  have  naval  trained 
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pilots. 

MR.  LANE.  Do  yuu  think  the  Army  should  have  sea- 
going navigation  in  order  for  them  to  he  prepared  for  that  ? 

MR.  BINGHAM:  I wou&  not  ask  them  to  do  too  much  of 
it. 

MR.  LANE.  Leaving  that  aside,  if  we  have  an  offensive 
against  an  enemy  in  the  Atlantic,  how  is  he  going  to  get  out 
and  get  hack,  will  you  tel}  me? 

. i They  cannot  play  "follow  the  leader" 
over  four  or  five  hundred  miles  of  ocean,  with  a naval  man, 

at  least  a group  of  them,  and.  then  he  turned  loose,  and 
possihly  the  naval  man  he  shot  down,  and  find  their  way 
home  again;  we  have  either  got  to  train  all  or  GHQ  air- 
planes in  both  kinds  of  navigation  or  we  have  got  to  develop 
a corps  of  pilots  who  are  specialists  in  such  work. 

MR.  BINGHAM.  Of  course,  they  can  always  get  hack  if 
they  have  got  sense  enough  to  f}y  west,  if  they  go  out  over 
the  Atlantic. 

MR.  LANE.  That  scatters  your  aviation  group  all  the 
way  from  Maine  to  Florida,  because  that  is  the  way  they 
come  in.  Some  fellows  compass  is  off  a little,  and  he 
picks  up  the  sun  and  follows  it  and  picks  up  the  tip  of 
Florida  by  luck. 

MR.  BINGHAM.  He  would  he  pretty  far  off  from  the  group 
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of  course,  if  he  only  hit  the  tip  of  Florida  by  luck. 

Of  course,  with  the  development  of  instrument  flying 
and  radio  beacons,  the  business  of  going  out  and  finding 

your  way  back  again  is  not  so  very  great.  On  the  other 
hand,  the  business  of  finding  an  enemy  fleet  is  purely  at 
the  samd  time  the  business  of  a naval  aviator. 

Furthermore,  I would  hate  to  see  our  national  defense 
built  up  on  the  theory  that  we  were  going  to  wait  until 
the  carriers  of  a European  country  had  gotten  within  five 
or  six  hundred  miles  of  our  shores  and  then  go  out  and  meet 
them,  I do  not  think  that  is  the  way  to  win  a war, 

I do  not  take  much  stock  in  this  business  of  a few 
planes  laying  down  a lot  of  gas  on  one  or  two  big  cities. 
That  is  a epectaoular  thing  and  makes  people  mad  and  would 
probably  help  to  arouse  the  American  people  to  help  win 
the  war,  but  it  does  not  get  you  anywhere.  Of  course,  the 
destruction  of  arms  plants  is  a different  matter. 

Fcr  an  enemy  carrier  to  come  within  five  hundred 
miles  of  land  and  then  send  off  a flock  of  bombing  planes 
against  some  great  collection  of  munitions  factories  or 

airship  factories  would  be  a very  effective  thing  to  do. 
While  you  might  break  up  that  formation,  certainly  a 
considerable  part  of  it  would  probably  get  through,  in 
view  of  the  fact  that  the  present  botobing  planes  are  faster 
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than  most  pursuit  planes*  I have  no  objection  to  a 
GHQ,  if  it  is  trained  to  go  out  to  sea,  or  to  go  anywhere, 
but  I do  think  that  we  ought  to  provide  a large  number  of 
floating  emergency  landing  fields.  So  that  we  can  push 
our  force  or  advance  the  base  several  hundred  or  a thousand 
miles.  Otherwise,  your  shipping  is  going  to  be  at  the 
mercy  of  the  enemy  airoraft  carrier* 

MR.  LANS.  I was  wondering  if  the  millions  spent  in 
developing  the  bawe  which  you  may  push  out  four  hundred, 
five  hundred  or  1,000  miles,  if  necessary,  would  not  be 
vulnerable? 

MR.  BINGHAM.  Not  vulnerable,  if  it  is  fast. 

MR.  LANE.  Vulnerable  to  aircraft  attack.  It  is  vul- 
nerable  to  submarine  attack,  regardless  of  its  speed,  and 
if  the  submarine  happens  to  be  lucky,  there  is  no  reason 
why  they  cannot  cripple  it  to  an  extent. 

MR*  BINGHAM.  Those  scouting  planes  would  have  to  be 
very  ineffective  and  very  inefficient  to  permit  a submar- 
ine to  get  anywhere  near  it.  As  youknow,  it  is  very  easy 
to  see  a submarine  from  the  air* 

MR.  LANE.  Not  with  all  water  conditions  and  not  in  zer 
zero  weather, 

MR.  BINGHAM,  No*  but  It  is  also  very  difficult  for 
submarines  to  operefc  e in  zero  zero  weather. 

MR.  LANE.  I am  wondering  if  the  money,  the  millions 
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which  would  he  necessary  to  build  th$se  carriers  might  be 
better  spent  in  developing  more  independent  types  of  air- 
craft* 

MR.  BINGHAM.  What  do  you  mean  by  “more  independent 
types"? 

MR. LANE.  Larger  range. 

MR.  BINGHAM.  They  have  got  to  have  a base. 

MR.  LANE.  Base  them  somewhere  farther  away,  which 
would  be  more  permanent,  such  as  islands,  harbors,  etc. 

MR.  BINGHAM.  There  are  not  so  many  of  them,  and  when 

you  get  to  the  islands,  the  Aleutian  Islands  are  in  fog 
about  si^onths  of  t&e  year,  and  would  not  beorfh  much  use 

ik 

to  you,, 

MR.  LANE.  No,  but  you  have  an  area  up  around  Fairbanks 
which  is  pretty  good,  we  are  told. 

MR.  BINGHAM.  I would  not  be  in  favor  of  establishing 

bases  which  could  not  be  moved,  where  the  activity  was 

to 

developed.  It  seems  to  me  foolish  be  spending  money  devel- 
oping a base  around  Fairbanks  when  what  you  may  want  to  do 
is  to  operate  around  the  Marshall  Islands  and  the  expense 
of  it  is  as  nothing  compared  to  the  expense  of  losing  the 
advantage  which?5,  would  come  from  movability  of  the  bases. 

I am  not  for  the  permanent  base  in  the  next  war  at 
all,  except  as^t  is  necessary  to  have  bases,  a certain  num- 
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ber  of  bases* 

MR.  LANE.  I do  not  suggest  a large  sized  base,  but 
I am  suggsting  bases  in  a valley,  which  has  good  weather, 
and  which  we  are  told  by  the  Army  experts  who  looked  it  over 
could  be  practical  ly  impossible  to  drive  out  any  force  that 
&as  located  there  and  that  the  difference  of  100  or  200  or 

300  miles. from  the  base  to  the  sea  coast  would  be  relatively 
negligible  if  you  developed  a long  enough  rsnge  airplane  , and 
that  the  flight  from  the  sea  coast,  as  its  object,  would  not 
be  Important* 


MR*  BINGHAM* ' Of  course,  you  have  to  remember,  as  Com- 
mander Leighton  said,  that  an  airplane  is  like  a gun.  It  is 
a projectile.  If  you  can  get  a 16  inch  gun  near  enough  to 
your  object,  you  can  use  it  for  a couple  of  hundred  projectiles* 
The  advantage  that  the  airplane  has  is* ' of  course,  that 
the  distance  is  infinitely  greater  than  the  16  inch  gun*  But, 
on  the  ufc  her  hand,  'the  advantage  that  the  16  inch  gun  has  is 
that  it  can  repeat  itself  so  often  and  so  rapidly,  n 
(informal  discussion  off  the  record*) 

Johnst*  (Witness  e xcused. ) 
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11  40  STATT5WD3NT  0?  MR. DONALD  L.  BROWN, 

PRESIDENT,  UN I TDD  A IRC RANT  CORPORATION, 

Mr.  Brown:  Would  you  like  to  have  me  read  this  brief? 

It  is  rather  short? 

MR.  LAN'S:  Mr,  Brown,  for  the  purpose  of  the  record, does 
the  brief  contain  your  past  and  present  connection  with  aero- 
nautics? 

MR.  BROWN s Yes,  I have  it  here. 

UR . LAN'S s We  would  like  to  have  a statement  of  that 
merely  for  the  record,  if  we  might.  I do  not  know  whether  it 
is  contained  in  your  brief.  If  you  are  going  to  read  that, 
that  would  obviate  the  necessity  of  giving  it,  but  if  it  is 
not  in  there,  I think  that  prior  to  going  into  the  brief  we 
would  like  to  have  you  give  us  a brief  resume  of  your  past 
and  present  connection  with  aviation. 

MR.  BROWNs  Prom  1915  to  1919  I was  with  the  Wright- 
Martin  Aircraft  Corporation,  New  Brunswick,  New  Jersey;1920 
to  1925,  I was  with  the  Wright  Aeronautical  Corporation, 
Paterson,  New  Jersey;  from  1925  to  date,  I have  been  con- 
nected with  the  Pratt  & Whitney  Aircraft  Company  at  Hart- 
ford. 

My  statement  reads  as  follows? 

I appreciate  very  much  the  honor  of  being  invited  to 
appear  before  your  Commission  to  aid  in  the  solution  of  some 
of  the  problems  confronting  the  industry.  May  I state  that 
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my  experience  in  aviation  covers  a period  of  approximately 
eighteen  years,  devoted  mostly  to  the  manufacture  of  aircraft 
engines.  During  this  period  we  have  witnessed  the  development 
of  the  aircraft  engine  from  a small  unreliable  article  with  a 
life  expectancy  of  only  a few  hours  to  the  largest  types  with 
dependable  service  records  of  several  thousand  hours.  We 
have  also  seen  the  airplane  pass  from  a top  speed  of  1UU  mph. 
to  the  giant  commercial  airliners  of  200  mph.,  and  our  mili- 
tary types  of  even  greater  perf ormanc ess . 

This  was  accomplished  through  the  support  of  the  U.  S. 
government  in  providing  the  necessary  funds  and  establishing 
divisions  in  the  Army  and  Navy  which  cooperated  closely  with 
the  industry  in  the  development  of  the  art.  Their  goal  was 
to  establish  the  United  States  as  a leader  of  all  nations 
in  the  development  of  aircraft,  and  X believe  it  can  be 
stated  without  fear  of  successful  contradiction  that  the 
United  States  reached  that  goal  in  1933.  This  is  widely 
recognized  and  conclusively  proven  by  the  fact  that  American 
planes  and  American  aircraft  engines  are  carrying  passengers 
and  mail  in  practically  every  country  throughout  the  world. 
Furthermore,  within  the  last  two  or  three  years  the  United 
States  has  become  the  Mecca  of  aeronautical  experts  from  all 
parts  of  the  world.  They  come  to  the  United  States  in  large 
numbers  to  get  firsthand  knowledge  of  the  progress  being 
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made  in  the  development  of  high  performance  airplanes?  de- 
pendable engines,  and  kindred  products.  In  the  past  few 
weeks,  we  have  seen  commercial  American  airplanes,  similar 
in  all  respects  to  those  operated  daily  on  our  United  States 
air  lines,  cut  in  half  the  previous  record  flight  time  from 
London  to  Melbourne*  A few  weeks  before?  we  saw  a new  fly- 
ing boat,  now  in  service  on  a commercial  air  line?  estab- 
lish ten  world’s  records  for  endurance  and  speed.  This  did 
not  happen  by  chance  but  is  the  result  of  sound  engineering 
effort  applied  to  design  and  manufacturing  methods.  The 
attainment  of  the  position  of  first  rank  in  the  world’s  air- 
craft development  is  an  accomplishment  which  should  command 
the  most  sympathetic  consideration  on  the  part  of  the  U.S. 
government.  It  was  government  aid  that  made  it  possible? 
and  it  requires  government  assistance  to  maintain  that  posi- 
tion. 

The  wise  expenditure  of  the  funds  placed  at  the  disposal 
of  our  Army  and  Navy  authorities  for  the  procurement  of  air- 
craft is  perhaps  the  most  powerful  single  influence  available 
for  the  fostering  of  aeronautical  development.  The  two 
Services  still  represent  the  greater  part  of  the  market 
open  to  the  American  aircraft  industry.  Luring  the  last 
several  years  the  two  Services  have  purchased  aircraft,  air- 
craft engines,  and  accessories  under  the  Air  Corps  Act  of 
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1926  which  in  turn  was  based  on  the  far-sighted  recommenda- 
tions of  the  Lampert  Committee  and  the  Morrow  Board.*  The 
Air  Corps  Act  attempted  to  give  to  the  responsible  heads  of 
the  two  services  that  discretion  in  purchasing  aeronautical 
equipment  which  seemed  to  be  necessary  in  order  to  facilitate 
the  accomplishment  of  the  primary  objective  - the  encourage- 
ment of  development.  Consequently,  the  War  and  Tfavy  Depart- 
ments have  been  able  to  procure  aeronautic  equipment  to  the 
best  interest  of  the  United  States,  and  those  Services  have 
carried  out  an  aggressive  program  of  development,  the  bene- 
fits of  which  have  in  turn  been  utilized  by  the  commercial 
services.  The  present  state  of  the  development  of  the  art 
in  this  country  is  probably  the  greatest  proof  of  the  wisdom 
with  which  the  Act  has  been  administered,  and,  in  my  opinion, 
the  single  most  important  element  in  this  policy  has  been  the 
use  of  negotiated  contracts  in  proaurement . 

Within  the  last  several  months  some  doubt  has  arisen  as 
to  whether  the  discretionary  powers  which  were  supposed  to 
have  been  granted  by  the  Air  Corps  Act  were?  in  fact  and  in 
law,  sufficiently  specific  to  warrant  what  has  been  known  as 
negotiated  contracts  in  contra-distinction  to  the  routine  me- 
thod of  open  competitive  bidding  based  on  published  specifica- 
tions. In  some  quarters  there  seems  to  have  been  a willing- 
ness to  accept  certain  temporary  advantages  to  the  government 
inherent  in  strictly  competitive  bidding  to  the  prejudice  of 
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its  "best  long-term  interests.  The  method  of  negotiated  con- 
tracts has  been  subjected  to  severe  criticism  and  has  been 
temporarily  abandoned  in  favor  of  open  competitive  bidding? 
throwing  procurement  into  a state  of  complete  confusion  and 
resulting  in  a cessation  of  aeronautic  development  in  this 
country?  while  other  countries?  stimulated  by  American  suc- 
cess, are  making  renewed  efforts.  The  aircraft  companies  in 
business  today  have  the  technical  staffs  and  trained  person- 
nel to  develop  aircraft,  engines?  and  accessories  for  all 
requirements.  This  is  the  result  of  years  of  loyal  service 
and  training  in  a highly  specialized  field.  Shall  we  en- 
danger such  strong  organizations  by  destructive  competitive 
bidding  for  business?  Or  shall  We  follow  the  policy  es- 
tablished by  the  Air  Corps  Act  of  permitting  the  Services  to 
secure  the  equipment  which  represents  the  greatest  improve- 
ment in  efficiency?  through  the  vehicle  of  negotiated  con- 
tracts? I subscribe  to  the  latter. 

There  has  been  a great  deal  of  misunderstanding  with 
respect  to  negotiated  contracts.  An  impression  has  been  given 
that  negotiated  contracts  eliminate  the  feature  of  price 
competition.  Our  negotiated  contracts  were  the  result  of  a 
clear  understanding  of  the  problem?  and  in  their  final  form 
gave  full  recognition  to  the  element  of  price.  The  Navy 
Department,  for  instance,  sends  out  circulars  describing 
generally  the  type  of  aircraft  it  wants  to  develop.  The  com- 
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petent?  responsible  bidders  are  invited  to  submit  their  de- 
signs. After  a careful  study,  two  or  three  of  the  com- 
petitors are  awarded  contracts*  In  general,  each  of  the 
successful  competitors  must  accept  a price  which  can  be  justi- 
fied, as  to  value  received,  when  compared  to  the  price  of  any 
lower  bidder,  and  this  price  applies  not  only  for  the  first 
experimental  article?  but  is  reflected  in  the  prices  for 
different  combinations  of  options  included  under  the  con- 
tracts. When,  after  the  competition  is  completed,  the  De- 
partment is  ready  to  procure  in  quantities,  it  need  only 
exercise  an  option  in  the  numbers  desired.  We  have ‘be  ■ 
here?  then,  a clear  example  of  a design  competition  which 
gives  full  consideration  to  the  element  of  price  competition 
while  affording  the  services  every  opportunity  to  select 
the  equipment  best  suited  to  their  requirements. 

In  the  foregoing  I have  spoken  from  the  general  point 
of  view.  I should  like  to  emphasize  the  fact  that  the  above 
statements  apply  with  even  greater  force  to  aircraft  engines 
than  they  do  to  airplanes.  In  general,  the  cost  of  an  engine 
development  is  four  or  five  times  that  of  an  airplane, 
and  the  time  required  considerably  greater.  The  total 
amount  runs  into  such  large  figures  that  no  government 
department  can  arrange  an  experimental  contract  to  cover  it. 
The  experimental  cost  has  to  be  amortized  over  prospective 
production  sales,  and  each  purchaser  must  bear  his  portion 
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of  the  cost.  This  is  an  important  element  which  must  be 
borne  in  mind,  by  the  contracting  officer,  and  which  must  in- 
fluence the  resulting  prices.  If  such  is  not  the  case,  and 
price  alone  indicates,  a manufacturer  must  either  cease  de- 
velopment or  go  out  of  business.  Years  of  shop  experience 

are  built  into  an  engine,  which  cannot  be  acquired  by  anyone 

no 

without  similar  experience.  I am  confident  that  one/  can  copy 
the  design  of  an  engine  without  experiencing  a great  deal  of 
difficulty.  I know  because  I had  a part  in  the  wartime  ef- 
fort to  build  French  Hispano-Suiza  engines. 

At  this  point  I would  like  to  make  of  record  the  fact 
that  in  my  considered  opinion  the  negotiated  contract  as  util- 
ized by  the  two  Services  in  the  years  following  the  Air 
Corps  Act  was  the  most  effective  aid  in  placing  the  American 
aeronautical  industry  in  its  present  enviable  position  of 
technical  superiority.  I would  also  like  to  record  the  fact 
that  in  my  opinion  the  present  policy  of  mandatory  and  un- 
restricted competitive  bidding  has  been  one  of  the  worst  blows 
to  the  encouragement  of  aeronautical  development  in  America 
that  has  ever  occurred.  It  is  inevitable  that  price  is  the 
largest  single  consideration  in  any  system  of  unrestricted 
competitive  bidding,  which  penalizes  development  and  re- 
flects in  the  quality  of  the  article  purchased. 

The  art  of  aeronautics  is  still  essentially  fluid  in 
character,  with  new  and  striking  developments  on  the  horizon 
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and  the  rate  of  progress  apparently  increasing  rather  than 
decreasing.  In  my  opinion,  unrestricted  competitive  bidding, 
by  over-emphasizing  first  cost,  will  penalize  and .discourage 
development.  Negotiated  contracts  have  fostered  development 
in  the  past  and  must  be  resorted  to  in  the  future  if  we  are 
to  retain  our  leadership. 

In  our  advocacy  of  negotiated  contracts  we  are  merely 
recommending  a system  of  purchase  which  is  in  effect  in  every 
manufacturing  business  in  the  country  that  contemplates  and 
encourages  development  on  the  part  of  its  suppliers.  Speak- 
ing from  my  own  experience,  there  is  not  a single  part  of  our 
Pratt  & Whitney  engines  which  is  not  under  continuous  de- 
velopment. The  importance  to  us  of  intelligent  development 
on  the  part  of  our  suppliers  is  so  great  that  We  could  not 
possibly  restrict  ourselves  to  procurement  through  price  com- 
petition alone.  It  is  only  through  the  negotiated  contract 
that  price,  performance,  and  even  matters  of  general  policy 
can  be  properly  evaluated  and  so  applied  as  to  safeguard  the 
best  interests  of  the  government  and  the  industry,  and  I 
further  believe  that  only  through  the  use  of  such  means  can 
military  developments  remain  secret.  I believe  that  if  the 
head  of  one  of  the  executive  departments  of  the  United  States 
considers  the  interests  of  the  people  as  a whole  can  best  be 
served  by  making  price  a secondary  father  than  the  governing 
element,  he  should  have  the  authority  to  do  so. 
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I have  noticed,  in  our  dealings  with  the  government,  that 
in  the  Services  officers  are  assigned  to  the  technical  and 
contracting  “bureaus  for  short  tours  of  duty  of  two  to  three 
years,  and  they  no  sooner  acquire  sufficient  ability  and  ex- 
perience to  fit  thorn  for  the  positions  they  nold  than  they 
are  transferred  to  other  stations.  I hesitate  to  judge  the 
merits  of  such  transfers,  but  I do  know  that,  from  a prac- 
tical business  point  of  view,  no  commercial  company  could 
afford  to  train  men  and  then  deprive  itself  of  the  benefits 
of  retaining  qualified  executives  in  the  positions  to  which 
they  were  assigned  by  transferring  them  to  other  departments. 

I should  like,  therefore,  to  emphasize  to  the  Commission  the 
importance  of  establishing  a training  procedure  through 
which  the  officers  destined  for  key  positions  in  the  procure- 
ment sections  can  obtain  an  accurate  picture  of  the  operating 
conditions  which  confront  the  manufacturer  and  for  which  they 
must  provide  in  their  contract  negotiations.  I recommend 
the  training  of  such  officers  for  several  years  in  the 
plants  of  various  aircraft  manufacturers,  to  familiarize 
them  with  the  different  aspects  of  the  business,  and  the  re- 
tention of  qualified  and  experienced  personnel  in  the  tech- 
nical and  contracting  bureaus  as  long  as  possible* 

I should  like  to  suggest  that  the  policies  and  basic 
principles  underlying  procurement  by  the  different  branches 
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of  the  government  be  outlined,  by  the  proper  agency  and  put 
into  effect  by  the  procurement  branches,  leaving,  however, 
the  actual  procurement  in  the  hands  of  the  separate  agencies 
in  the  Army  and  Navy.  I believe  that  this  procedure  has 
proven  in  the  large  industries  of  our  country  to  be  much  more 
effective  than  a centralized  control. 

To  summarizes 

At  the  beginning  of  the  year  1934,  the  United  States, 
due  to  an  intelligent  government  personnel  and  development 
policy,  led  the  world  in  aeronautic  development. 

Today,  due  to  the  sudden  abandonment  of  this  wise  policy 
in  favor  of  destructive  competitive  bidding,  we  find  ourse-lve 
on  the  verge  of  being  reduced  to  third  or  fourth  rank. 

To  remedy  this  situation,  I recommend  that  the  system 
of  procurement  by  negotiated  contracts,  which  has  been  proven 
sound  in  the  past,  be  readopted  immediately . 

HR.  HUNSAKSR:  Some  of  the  other  representatives  of  the 

industry  have  made  recommendations  with  regard  to  the 
patent  clause  in  all  present  contracts.  Have  you  any  strong 
views  on  that  subject,  any  advice  to  give? 

MR.  BRGYfN:  I believe  it  is  very  unfair  to  include  in 
our  contracts  a clause  such  as  is  being  written  at  the  pre- 
sent time,  which  gives  the  purchaser  the  right  to  use  those 
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patents  and  in  turn  turn  them  over  to  your  competitors. 

HR.  HUiiSAKSRs  We  have  a dilemma.  As  you  stated,  it 
sounds  very  unfair,  "but  then  we  will  have  a representative 
from  the  service  state  with  equal  plausibility  that  it  is 
impossible  for  the  government  to  pay  money  for  the  reduction 
to  practice  of  an  idea  that  never  would  be  reduced  to  prac- 
tice had  it  not  been  for  their  aid,  and  have  no  shop  right 
in  it;  that  they  have  that  right  under  the  law,  anyway,  and 
their  patent  clause  merely  reduces  to  some  tangible  form  the 
rights  that  are  inherent  in  the  contractual  relation.  I 
hear  that,  and  I believe  that,  too. 

HR.  BROWN’S  There  may  be  something  to  that.  It  is  true 
that  the  Government  should  have  some  right  to  an  article  of 
which  they  have  helped  finance  the  development.  On  the  other 
hand,  I would  like  to  take  Pratt  & Whitney  Aircraft  Company, 
for  example.  We  undertake  the  development  of  an  engine.  We 
receive  a contract  for  six  or  a dozen  engines.  We  go 
through  the  development  program.  If  we  can  bring  out  the 
engine  to  the  specifications,  then  we  are  awarded  a contract 
for  either  the  six  or  the  twelve  engines  I have  just  men- 
tioned. 

That  financial  contribution  to  that  development  is 
probably  limited  to  about  $20,000  per  engine.  If  it  is  a 
six-engine  contract,  they  have  given  us  $120,000.  It  prob- 
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ably  costs  us,  forgetting  all  engineering  charges,  building 
these  ’engines  by  hand,  120,000  per  engine  to  put  that  small 
lot  through  our  factory.  Therefore?  they  are  getting  value 
received  for  their  money. 

HR.  IIUHSAKTRs  And  they  have  workable  engines? 

MR.  BROWHs  They  have  workable  engines,  because  those 
engines  are  not  released  until  the  first  one  is  fully  de- 
veloped. 

I believe  that  a great  many  people  have  the  wrong  im- 
pression on  just  what  the  Government  do  in  regard  to  con- 
tributing towards  the  development,  and  I claim  that  on  an 
engine  contract  such  as  I have  just  described  they  have  littl 
or  no  rights  to  all  the  patents  or  any  part  of  that  develop- 
ment . 

MJR,  IiUNSAESRs  In  the  case  you  describe?  where  the 
price  paid  for  the  experimental  engine  is  substantially  the 
cost  of  the  engine — 

MR.  BROWlTs  Yes. 

T'IR.  EUKSAK5R*  --that  sounds  a little  like  a grub 
stake.  An  inventor  has  an  idea  but  can  not  do  anything 
with  it.  Someone  3ays,  "How  much  will  it  cost  to  reduce 
your  idea  to  practice?'*  and  he  says,  "$500". 

And  you  give  him  the  $500.  You  get  a half  interest 
in  his  patent  or  in  his  claim  for  it,  even  though  the  price 
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you  pay  and  the  cost  of  the  development  "balance  one  another. 

HR.  BROWN s Yes,  that  is  true*  I would  like  to  follow 

this  along? 

If , in  the  event  that  the  Pratt  & Whitney  Aircraft  Com- 
pany --  this  is  from  the  government  point  of  view  — for  some 
reason  or  other  could  not  put  that  engine  into  production, 
then  the  Government  must  have  some  rights  in  this  thing  to 
turn  it  over  to  somebody  else  to  "bid?  but  as  long  as  that  or- 
iginal designer  can  build  that  engine , he  should  be  given  the 
first  opportunity  to  put  it  into  production. 

HR.  HUN 3 AKB3R s He  is,  as  a matter  of  fact. 

MR.  BROWN s He  is,  yes. 

MR.  HUHSAKERs  There  have  been  no  cases  in  which-- 

MR.  BROWN'S  There  have  been  no  cases  as  long  as  I have 
been  in  the  engine  business  that  I have  known  where  they 
have  taken  a design  of  one  engine  and  turned  it  over  to  another 
person  to  bid.  However,  there  have  been  a great  many  cases 
where  they  have  advertised  their  spare  part  business  and 
brought  in  everybody  to  bid  on  those  particular  contracts, 
which,  I say  again,  is  wrong. 

I will  cite*  for  example,  a valve.  The  Government  could 
advertise  for  a valve  for  the  Wasp  engine  that  they  had  in 
service  two  years  ago.  They  might  not  get  the  latest  develop- 
ment in  that  valve,  because  it  is  probably  produced  under 
an  entirely  different  part  number  than  the  valve  We  are  using 
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today.  3o  I believe  you  should  get-  back  to  your  original 
supplier  first;,  if  he  is  unfair  in  his  business  practice? 
or  if  he  can  not  furnish  the  articles,  then  advertise  it  and 
let  somebody  else  come  in  there. 

ICR.  HUNSAKERs  That  is  in  substantial  agreemen  t with 
the  Navy’s  contention,  which  I believe  is  that  negotiated 
contracts  are  all  right  provided  they  have  the  right  in  the 
event  of  failure  of  negotiations  to  throw  the  design  open 
to  competitive  bidding. 

f'tR . BROWNs  We  do  the  same  thing  in  business.  If  a 
source  of  supply  should  fall  down  and  be  unable  to  meet  our 
requirement,  we  would  certainly  step  out  and  develop  another 
source  very  quickly. 

MR.  HUiTSAKJURs  Would  you  be  able  to  get  Thompson  valves 
from  some  other  valve  company  if  you  had  a row  with  Thompson? 

MR.  BROWN s We  might  not  be  able  to  get  the  same  quality 
valve  immediately,  but  we  would  soon  get  someone  else  inter- 
ested in  that  development  and  try  and  bring  him  along  as  far 
as  Thompson. 

MR.  HUNSAKSRs  The  design  and  the  metallurgical  specifica- 
tion would  be  passed  an  to  some  other  vendor? 

MR.  BROWN!  That  is  right. 

MR . HUNSAKHJRs  He  would  be  taught  how  to  make  that  valve? 

MR.  BROWNs  That  is  right,  but  we  would  never  do  that 


unless  Thompson  failed 
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MR.  HUNSAKSRs  Apparently  the  Navy  never  does  it. 

MR.  BROWNs  No,  they  do.  They  have  occasions  where  they 
have  advertised  for  spare  parts. 

MR.  WILSON!  (President,  Ghanc e-Vought  Company)  Not 
recently. 

MR.  BROWNs  Another  thing  is  unfair  on  this  competitive 
bidding  on  spare  parts  and  throwing  it  open  to  the  world.  The 
fact  that  if  you  place  all  your  business  with  one  manufactur- 
er he  has  so  much  more  volume  of  busSness  to  spread  all  of 
his  overhead  charges  over,  which  today  in  our  aircraft  in- 
dustry are  very,  very  high,  and  they  are  going  to  remain 
high  for  a long  time  — now,  if  they  were  going  to  throw 
this  business  of  spare  parts  both  for  airplanes  and  for  en- 
gines wide  open  to  competition,  let  anybody  bid--  I am  going 
to  ask  you  a questions  Why  should  not  I,  with  my  18  years' 
experiences  set  up  a little  shop?  I would  not  have  an  en- 
gineer around,  I would  carry  on  no  development.  I could 
step  in  and  get  that  business.  Would  I be  helping  the  in- 
dustry by  taking  such  action? 

1'®.  HUNSAICOJRs  Could  this  be  controlled  by  a code  in- 
side the  industry?  It  seems  to  be  the  practice*  administrat- 
ive, rather,  not  something  of  national  policy  that  this  Gom- 
mission  could  deal  with  and  get  down  to  chiseling  practices. 

MR.  BROWNs  I hesitate  to  give  you  an  opinion  on  whether 
the  thing  could  be  properly  regulated  under  a code.  I do  be- 
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lieve  that  it  should  he  left  with  either  the  head  of  the  Army 
or  the  Navy,  and  let  him  have  that  discretionary  power,  that 
if  he  finds  it  for  the  best  interest  of  the  service  to  do 
this,  he  should  he  permitted  to  do  so. 

MR.  HUHSAKSR:  Would  the  matter  of  spare  parts  correct 
itself  in  time  by  their  getting  such  had  spare  parts  for 
the  engines  that  they  would  prove  somewhat  unreliable? 

HR.  BROWN : If  they  would  permit  me  to  write  the 

specifications  for  these  spare  parts,  I do  not  believe  I 
would  fear  very  much  a great  many  people  coming  in  and  quot- 
ing on  this  business. 

MR.  HUNS AKER s They  would  not  be  able  to  meet  the 
specifications? 

MR.  BROWNs  That  is  true. 

MR.  HUNSAKERs  If  they  did  meet  them,  they  probably 
would  not  be  good? 

MR.  BROWN : Bor  example,  let  us  take  a master  rod. 
Supposing  they  advertise  for  a master  rod.  I believe  if 
that  fellow  wants  to  quote  on  a master  rod,  he  should  be 
put  to  the  job  of  purchasing  an  aircraft  engine,  putting  it 
on  a test,  and  prove  that  he  can  deliver  a connecting  rod 
that  will  suit  the  stresses  in  that  engine.  I would  have  to 
do  it. 

MR.  LANBs  You  would  not  require  that  of  your  valve 
manufacturer,  though,  if  the  Thompson  people  fell  down  on 
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you? 

MR.  BROWNs  That  is  different,  Because  we  are  faced, 
then,  with  the  necessity  of  developing  a new  source  of 
supply. 

MR.  LANS?  Theoretically,  so  would  the  government. 

MR.  BROWN s If  the  Government  found  that  the  original 
supplier  could  not  deliver  the  material  according  to  their 
requirements  -~ 

MR.  LANls  At  the  price  which  was  satisfactory? 

MR.  BROWNs  At  the  price  that  was  satisfactory. 

ICR.  LANS?  Is  there  any  possibility 'that  the  source 
of  spare  parts  might  Be  limited  By  manufacturers  refusing 
to  guarantee  their  products  if  their  own  spare  parts  Were 
not  used? 

MR,  BROWNs  We  have  such  a guarantee  now  in  our  com- 
mercial guarantees.  We  have  a clause  there  to  the  effect 
that  if  parts  other  than  our  manufacture"  are  used,  our 
g uarantee  ceases  the  minute  those  parts  are  used. 

MR.  LANBs  Could  such  a guarantee  Be  given  to  the 
Government? 

MR.  BROWN?  It  is  pretty  hard  for  the  contractor  to 
force  certain  acceptance  of  guarantees  to  the  Army  and  Navy. 

MR.  LANS:  It  is  reasonable,  however,  for  a manufacturer 
to  say  to  any  customer  that  his  product  is  guaranteed  only 
as  long  as  those  specific  parts  arc  used? 
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MR.  BR0W1T:  That  is  true. 

MR.  LABEs  Would  that  obviate  the  spare  part  guarantee? 

Is  the  guarantee  worth  so  much  to  the  Government  that  it  would 
materially  affect  the  procurement  officer? 

MR.  BROWNs  I do  not  know  whether  such  an  arrangement 
would  be  acceptable  to  the  Government. 

MR,  LABE?  It  was  suggested  yesterday  that  a lot  of 
the  Government Ts  trouble  with  patent  clauses  and  design  claus- 
es might  be  obviated  if  the  motor  manufacturers  became  Par- 
ties to  a cross-licensing  agreement  similar  to  the  air-craft 
cross-licensing  agreement. 

TO.  BROWN g I do  not  know,  I would  hesitate  to  give  an 
opinion  on  that,  because  I have  not  thought  that  through. 

Have  you  any  thought  on  that? 

MR.  WILSON s Yes.  I think  if  the  engine  manufacturers 
were  a party  to  a crcss-licensing  agreement,  it  would  not  ob- 
viate the  complaint  under  the  patent  clauses.  I do  not 
think  any  of  us  question  the  equity  of  the  government  in 
patents  when  they  have  paid  for  the  development  or  a part 
thereof.  The  objectionable  part  of  the  patent  clause  is 
the  indeterminate  liability  that  is  included  therein,  which 
causes  the  contractor  to  agree  to  save  the  Government  harm- 
less from  any  patent  which  may  have  been  made  or  may  be  made 
in  the  future,  or  any  article  used  in  the  engine.  I think 
that  is  the  chief  criticism  of  the  patent  clause® 
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HR.  WARMRi  That  is  another  patent  clause®  There  are 
two  distinct  clauses.  There  is  the  "save  hamless”  clause  and 
there  is  also  a clause  under  whioh  you  convey  to  the  Govern- 
ment a more  or  less  limited  license  on  everything  that  is  de- 
veloped in  connection  with  the  execution  of  the  contract. 

HR.  WILSON s That  is  right.  Frcm  the  air-plane  manu- 
facturers’ point  of  view  there  is  no  reason  why  he  should  not 
subscribe  to  the  conveyance  of  all  of  his  patent  rights  to 
the  Government,  because  he  is  willing  to  do  that  if  he  is  a 
member  of  the  Manufacturers  Aircraft  Association,  through 
the  cross-licen3e  arrangement  anyway.  So  there  is  no  ob- 
jection from  the  airplane  manufacturers’  point  of  view  to 
that  clause  in  the  contract.  You  do  it  through  1C..  A.  A. 

But  the  thing  that  you  do  object  to  is  being  saddled  with 
this  indeterminate  liability  on  somebody  else’s  patents,  that 
may  not  even  have  been  originated. 

HR.  WARNERs  There  is  a difference?  is  there  not,  that 
as  a member  of  the  M°  A.  A.,  the  possibility  exists  that 
your  engineering  organization  might  develop  something  per- 
fectly marvelous,  something  of  basic  and  fundamental  import- 
ance? and  that  you  could  then  apply  for  arbitration  and  have 
an  av/ard  of  full  compensation,  and  that  in  such  a case  you 
might  anticipate  the  award  of  a considerable  amount  of  roy- 
alty on  the  subsequent  use  of  your  invention  by  others. 

HR.  WILSON s Correct. 
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MR.  WARNER!  While  in  the  case  of  the  patent  clause 
as  used  lay  the  Government , it  has  been  alleged  to  us  by 
manufacturers  that  that  implies  a conveyance  to  the  Govern- 
ment under  a blanket  coverage  of  all  inventions,  however  im- 
portant, however  fundamental,  and  with  no  possibility  of  re- 
muneration. The  difference  may  be  largely  sentimental,  but 
it  seems  to  be  working  on  the  minds  of  some  of  the  people  in 
the  industry.  I say  it  may  be  largely  sentimental  in  that 
such  inventions  are  in  practice  very  rare.  The  typical  in- 
vention, as  you  say,  is  cross-licensed  free  of  charge  in 
the  industry  now. 

HR,  HtfNSAKERs  I would  like  to  ask  Commander  Wilson 
this8  You  mentioned  the  " save-harmless"  clause."'  I did  not 
understand  that  that  old  clause  conveyed  any  licenses.  The 
"save  harmless"  clause  was  to  save  the  purchaser  of  the  ar- 
ticle harmless  from  any  infringement  that  might  be  in  the 
article.  Where  do  you  get  unlimited  liability  there? 

MR.  WlLSONs  The  present  ’’save  harmless"  clause  binds 
the  contractor  to  save  the  Government  harmless  from  any 
patent  which  may  be  out  on  any  part  of  the  article  sold, 
whether  it  has  been  patented  or  invented  or  may  be  invented 
in  the  future. 

MR.  HUNSAKERs  Luring  the  life  of  that  article? 

MR.  WlLSONs  Luring  the  life  of  that  article;' 

MR.  HUNSAKBBs  Has  not  that  been  true  for  the  last  40 
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years?  Whenever  the  Government  buys  something,  they  try 
not  to  have  any  patent  suits,  and  as  a condition  of  buying 
it  they  make  the  manufacturer  responsible  for  any  infringement 
that  may  occur, 

MR.  WlLSONs  That  is  right.  JTii&t  as  an  example  of  the 
complications  of  that,  we  have  the  famous  Pelterie  suit,  in 
which  my  company  defended  a suit  against  the  inventory  and 
was  successful  in  winning  the  litigation.  Pelterie  &. 

sued  the  Government  for  the  same  patent  anu  might  have  won 
the  case  against  the  Government.  Had  he  won  the  case 
again sg  the  Government,  the  Government  would  have  had  re- 
course  against  my  company  for  use  of  the  so-called  "joy 
stick."  We  might  then  have  been  in  the  position  of  having 
won  a case  against  Pelterie  on  all  the  articles  which  we  had 
sold  commercially  and  be  responsible  to  Pelterie  for  royal- 
ties on  all  those  we  had  sold  to  the  Government,  But  it#  is 
an  interesting  thing  that  the  Government  desires  to  pass  the 
responsibility  for  these  things  back  to  the  contractor, 

MR.  HUNSAKERs  If  Pelterie  sued  the  Government  and 
Government’s  defense  in  a case  was  so  w©ak  that  it  lost, 
and  you  have  to  pay  the  bill,  you  would  much  rather  defend 
the  case  yourself,  would  you  not? 

MR.  WILSON*  Yes,  sir.  That  is  what  We  elected  to  do, 
MR.  HUN SAKER : When  you  elect  to  go  into  the  airplane 
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business  and  use  a joy  st&ck,  you  assumed  that  you  could  ne- 
glect the  Pelterie  patent  if  it  did  not  keep  you  out  of  busi- 
ness. Therefore,  that  suit  is  part  of  the  ordinary  business 
risk  of  going  into  the  manufacture  of  any  article*  You  will 
decide  what  patents  you  will  pay  royalties  on,  and  you  will 
go  ahead  and  sell  the  article.  I am  trying  to  find  if  there 
is  anything  unusual  about  the  "save  harmless"  clause. 

MR.  WILSON:  Here  is  the  situation.  Suppose  we  deliver 
an  airplane  which  has  a devise  in  it  which  we  consider  not 
to  warrant  the  expense  of  a patent.  Suppose  that  someone 
takes  a patent  on  that  article  after  it  has  been  used  in  our 
airplanes,  and  then  institutes  a suit  against  the  Government 
as  it  must  on  an  article  of  that  kind.  The  Government 
loses  its  suit.  Then  the  Government  haSc  recourse  against  us 
for  having  failed  to  patent  this  thing?  It  means  that  it 
puts  the  whole  burden  of  the  patent  expense  back  on  the  con- 
tractor, And  t the  Government  feels  when  it  buys  one  of 
these  articles  that  it  takes  title  to  all  of  the  patents. 

MR.  HUNSAKSR:  Through  another  clause? 

MR.  WILSON:  Through  another  clause. 

MR.  HUNSAKER:  Suppose  it  sold  that  same  infringing  ar- 
ticle to  a commercial  purchaser,  and  it  turned  up  that  some- 
one had  a good  patent  on  it;  you  would  still  have  to  stand 
behind  it? 

MR.  WILSON:  Yes.  You  would  have  no  objection  to 
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defending  against  those  things  which  have  already  been  pat- 
ented. It  is  part  of  your  job,  of  course?  to  know  the  pat- 
ents. But  on  those  things  which  may  he  patented  in  the 

future  and  used  as  a sort  of  strike  patents,  you  have  the 
responsibility, 

HR.  LAMSs  Bo  you  not  have  a good  defense  in  that  of 
prior  use? 

MR.  WlLSORs  It  is  a defense,  but  it  costs  you  a lot 
of  money  when  you  get  through. 

MR.  LAIIEs  It  would  not  make  any  difference 

whether  it  Were  used  commercially  or  the  Government 
used  it,  or  a private  individual,  so  far  as  the  cost  of  the 
defense  was  concerned. 

MR.  WILSON s The  difference  is  that  your  commercial 
user  does  not  claim  that  he  acquires  title  to  your  patent 
at  the  time  hs  purchases  your  airplane*  The  Government 
acquires  the  title  to  the  airplane  and  all  the  patents  and 
everything  that  goes  with  it,  but  expects  you  to  retain  re- 
sponsibility for  the  defense  of  those  patents. 

MR.  LANEj  Yes,  but  under  the  law  if  the  commercial 
user  had  advanced  to  you  money  for  the  development  of  tia  t 
article,  he  would  acquire  under  common  law,  I believe,  an  1 
interest  in  the  article  developed.  Irrespective  of  whether 
it  was  in  the  contract  conveying  the  actual  development  of 
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the  article  to  him  or  not,  he  would  have  a right  of  some 
sort.  It  has  been  alleged  that  this  clause  on  the  part 

of  the  Government  contract  is  merely  a putting  in  words  of 

; , \ • * • ...» 

an  implied  contract  which  is  already  in  the  law. 

MR.  WILSON.  You  might  say  that  he  had  acqiired  an 
eqlty  in  the  patents.  But  as  a matter  of  commercial  prac- 
tice, no  one  eteer  exercises  or  tries  to  exercise  the  equity. 
In  the  case  of  the  Pratt  & Whitney  Engine  Company,  for 
instance,  they  may  spend  and  do  Bpend  literally  thousands 
of  dollars  in  the  development  of  an  accessory  on  their 
engine.  It  may  be  a valve  or  a carburetor.  The  vender 
furnishes  the  valve  or  the  carburetor,  and  the  Pratt  & 
Whitney  Company  furnish  the  engine  and  conduct s all  the 
expensive  tests  in  the  effort  to  get  a valve,  but  they  do 
not  then  c laim  an  equity  in  the  valve  or  demand  that  the 
patents  be  turned  over,  and  after  having  received  the 
patents,  demand  that  the  company  project  them  against  any 
suit  on  that. 

MR.  LANE.  Do  they  not  under  those  circumstances  re- 
quire the  metallurgical  formula,  and  so  forth,  and  so  on 
on  this  development?  Does  not  that  become  a portion  of 
your  property  after  you  ha$e  paid  for  the  development  of 
it? 

MR.  BROWN.  Oh,  no,  no,  it  does  not. 


MR.  LANE.  You  have  been  a developer? 
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MR.  BROWN.  We  have,  and  it  is  good  ethics  in  business, 
and  I do  not  think  that  any  of  these  suppliers  would  ped- 
dle our  development  to  our  competitors  unless  they  secured 
our  p ermiSGion  to  do  so. 

MR.  LANE.  Let  us  assume  that  your  development  boosted 
the  prioe  a thousand  per  cent.  Would  you  feel  perfectly 
legally  entitled  to  take  all  of  the  knowledge  of  that  valve 
which  you  unquestionably  have  and  turn  it  over  to  his  com- 
petitor? 

MR.  BROWN.  I certainly  would. 

MR.  LANE.  You  think  you  have  legal  title  to  it?  In 
other  words,  it  is  not  a question  of  ethics,  it  is  a ques- 
tion of  legal  title. 

MR.  BROWN.  I do  not  know  whether  we  have  legal  title 
or  not,  but  we  would  do  it  and  let  the  courts  decide  whether 
or  not  we  had  any  legal  title  to  it. 

MR.  WILSON.  It  is  a matter  of  administrative  action. 

RAYCROFT 

MR. /WALSH.  (President  Hamilton  Standard  Propellor 
Company)  I think  we  have  a rather  clear  case  in  our  work. 
We  have  a condition  in  which  propeller  blade  forgings  are 

made  by  the  Aluminum  Company  of  America.  We  are  entirely 
familiar  with  the  chemical  and  physical  characteristics 
of  the  finished  article.  We  feel  free  to  tell  our  licen- 
sees what  they  should  require  of  their  suppliers  in  terms  of 


3850 

chemical  and  physical  characteristics.  But  we  do  not 

$eel  free  to  tell  to  those  licensees  what  we  may  happen  to 
know  of  the  manufacturer's  part  in  producing  those  charac- 
teristics according  to  the  methods  which  he  himself  has 
developed.  So  that  a large  part  of  your  valve  discussion 
is  addressed  to  the  matters  which  the  purchasing  company 
does  know  about,  which  is  the  characteristics  of  the  fin- 
ished article,  but  the  purchasing  company  very  seldom 
knows  all  of  the  technique  of  producing  that  article,  and 
could  not  pass  it  on  even  if  it  wanted  to. 

MR.  HTJN8AKER.  These  questions  do  not  involve  patents. 
This  has  nothing  to  do  with  the  patent  clause.  These 
are  trade  practices. 

MR.  BROWN.  Trade  practices,  that  is  right.  v 

MR.  HUNSAKER.  I do  not  believe  any  question  has 
been  raised  on  that. 

I would  like  to  ask  Mr.  Wilson  one  more  question: 

In  the  case  of  the  "Save  Harmless"  clause,  I take  it 
that  it  applies  only  to  the  articles  which  you  have  sold. 
Now,  at  some  other  clause  in  the  contract,  perhaps,  the 
Government  acquires  the  right  to  peddle  the  articles  re- 
produced. Do  you  consider  that  you  save  the  Government 
harmless  from  patent  suits  on  articles  which  they  have 
had  reproduced  by  competitors? 

MR.  WILSON.  We  would  not  consider  that  we  were  liable 
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for  those. 

MR.  HUNS AKER.  That  case  has  not  arisen? 

MR.  WILSON.  I do  not  think  it  has  arisen. 

MR.  WALSH.  I think  it  would  he  held  that  you  could 
not  possibly  convey  anything  which  you  do  not  own.  That 
would  save  you  from  that  embarrassment. 

MR.  LANE.  I do  not  think  your  answer  to  Mr.  Hunsakor* 
question  is  quite  clear.  Whenthe  Government  buys  an  arti- 
cle and  then  for  its  own  risk  has  other  similar  articles 
manufactured  by  a competitor,  his  question  is,  does  the 
"Save  Harmless”  clause  follow  that  secondary  purchase  of 

articles  regarding  the  patents  which  were  used  in  the  first 
one?  Does  it  not  specifically  state  in  those  contracts 
that  it  does? 

MR.  WILSON.  The  '‘Save  Harmless”  applies  to  the  materi 
als  furnished  under  the  specific  contract.  That  ic  all 
you  are  responsible  for.  If  the  Government ^acquires  the 
same  article  from  some  other  source,  then  there  is  no 
other  contract  with  you  and  no  clause  with  you. 

MR.  LANE.  Are  you  sure  the  contract  does  not  say 
that  that  right  follows  the  reproduction  of  that  article? 

MR.  BROWN.  No,  I am  sure  it  does  not. 

MR.  LANE.  It  does  not? 


MR.  BROWN.  I am  sure  it  does  not 
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MR. LANE.  I was  under  the  impression  from  a brief 
reading  of  it  the  other  day  that  there  was  a clause  in 
there  that  could  very  easily  be  construed  that  the  Govern- 
ment would  be  saved  harmless  as  long  as  it  used  any  patent- 
ed article. 

MR.  WILSON.  That  may  be  the  case,  but  • — 

MR.  BROWN.  Even  though  there  was  that  clause  contained 

therein,  I do  not  believe  that  would  get  i support  in 
any  court. 

MR.  HUNSAKER.  The  " Save  Harmless”  clause  applies  to 
the  article  and  all  the  patents  that  may  hereafter  appear. 
The  other  clause  that  transfers  a license  under  the  patents 
of  the  contractor  applies  to  reproduction  articles  for  all 
time. 

MR.  WARNER.  Under  that  clause  you  Eayet  he  Government 
harmless  from  yourself. 

MR.  HUNSAKER.  From  your  own  patents,  but  not  against 
something  that  is  in  the  patent  possibly  that  no  one  knows 
about. 

MR.  WALSH.  In  other  words,  you  do  not  guarantee  those 
patents  at  the  time  you  convey  them.  You  give  the  Govern- 
ment a license  under  the  patents  for  what  they  are  worth, 
and  the  Government  in  exercising  that  license  has  to  take 
the  same  chance  that  you  do  as  regards  infringement  for 
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others.  But  they  are  saved  harmless  from  any  suit  from 
you  for  the  exercise  of  that  license. 

MR.  HUNS AKER.  I originated  this  question  because 
it  was  not  in  the  brief,  to  see  whether  you  had  some  speci- 
fic suggestion  as  to  what  ought  to  be  done  about  it.  There 
is  complaint  about  the  patent  clause,  and  the  Government 
spokesman  explained  it  was  a very  reasonable  clause  and 

should  not  frighten  anybody.  And  there  we  are. 

MR.  BROM.  I think  that  clause  would  be  all  right  if 

they  would  permit  the  industry  to  write  in  a provision. 

I can  see  why  the  Government  should  have  that  hold  on  any 

development,  providing  that  the  original  source  could  not 

meet  Government  requirements,  either  deliveries,  price, 

or  for  some  other  very  good  reason. 

MR.  HUNS AKER.  The  licenses  would  be  conveyed  in 

the  failure  of  negotiation. 

MR.  BROWN.  That  is  true.  In  the  case  of  a naticna  1 

emergency,  I believe  the  Government  would  have  the  right 

and 

to  take  the  Wasp  engine/  if  they  want  10,000  of  them  and 
we  cannot  produce  them,  to  say,  “AH  right,  we  are  going 
to  put  so  many  here  and  so  many  over  here.  '*  But  that  clause 
does  not  say  anything  about  national  emergency. 

You  ask  why  we  sign  it. 

MR.  HUNSAKER.  I was  going  to. 
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MR,  BROWN*  The  answer  is  this: 

If  you  have  1500  men  in  your  factory  and  here  is  a 

contract  that  will  keep  those  1500  men  at  work  for  several 

months,  you  are  going  to  sign  that.  Furthermore,  when  I 

signed  the  first  one  I said,  nAll  right,  I am  signing  this 

if 

with  this  understanding, that/ever  this  design  of  this  en- 
gine is  given  out  on  competitive  bidding  so  that  anybody 
else  can  come  in  and  makeit,  I am  going  to  carry  this  thing 
from  this  office  right  straight  up  t o the  President  of  the 
United  States,  and  somewhere  along  the  route  I will  find 
a fair-minded  person  that  will  say  it  cannot  be  done,” 

But  I do  not  think  that  that  clause  is  necessary,  because 

I think  the  Government  have  all  the  rights  in  the  world 
out 

with-/  Incorporating  it  in  an  aircraft  contract. 

MR*  WALSH,  I think  it  is  very  difficult  for  a layman 
to  argue  successfully  against  a lawyer  in  his  interprets/- 
tion  as  to  exactly  what  is  embodied  and  conveyed  in  that 
particular  clause  that  you  are  talking  about.  Our  views 
are  largely  based  on  the  advice  of  our  patent  attorneys, 
and  we  are  necessarily  giving  them  to  you  second-hand. 

It  seems  to  me  that  what  is  essential  there  is  a bring- 
ing into  direct  opposition  the  legal  differing  viewpoints 
as  to  what  is  conveyed  by  the  clause.  Get  that  established 
first  and  then  find  out  if  both  the  Government  and  the  in- 
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duetry  believe  that  the  result  of  the  interpretation  is 

a sound  thing.  But  when  they  are  both  talking  about  differ- 
ent interpretations  of  the  same  clause,  how  oan  you  get 
any  feal  practicable  benefit  from  the  exposition  of  views 
on  either  side,  because  they  are  talking  along  two  differ- 
ent lines.  I think  it  is  a very  important  matter,  and 
everything  should  be  done  to  get  an  analysis  which  could 
be  jointly  agreed  upon. 

MR.  HUNS  AKER.*  Am  I right  in  believing  it  is  important 
only  academically,  because  there  have  been  no  c ases  where 
the  Government  has  acted  unfairly  under  its  powers? 

MR.  BROWN,  That  occurred  to  me  a minute  ago.  My  ref- 
erence was  to  aircraft  engines.  I do  not  know  of  an  in* 
stance  where  either  branch  o f the  Service  — 

MR.  HUNSAKER.  You  did  mention  the  spare  parts  busi- 
ness. 

MR.  BROWN.  With  the  exception  of  the  spare  parts. 

MR.  HUNSAKER.  Are  the  spare  parts  governed  by  a 
patent?  Is  there  a patent  clause  there  that  gives  the 
Government  the  authority  to  order  spare  parts  from  others 
than  the  originator? 

MR.  BROWN.  There  are  not  very  many  basic  patents 
that  you  can  get  on  a gasoline  engine,  as  you  all  know. 

You  oan  on  certain  devices,  and  so  forth. 
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MR.  HUNSAKER.  In  the  case  of  the  spare  parts,  upon 
what  does  the  Government  rely  for  its  authority  in  order- 
ing spare  parts  from  others  other  than  the  originator? 

MR,  BROWN.  I do  not  know. 

MR.  HUNSAKER.  It  is  not  the  patent  clause? 

MR.  BROWN.  No,  it  is  not  the  patent  clause. 

MR.  HUNS AKER.  .You  have  supplied  with  the  engine  com- 
plete drawings,  hills  of  material,  blue  prints,  and  speci- 
fications? 

MR,  BROWN.  That  is  true. 

MR.  HUNSiKER.  That  information  is  their  information? 

MR.  BROWN.  That  is  true. 

MR,  HUNSAKER.  And  they  are  free  to  use  it. 

MR.  WILSON.  I never  understood  that  any  of  the  procure- 
ment agencies  had  made  these  purchases  of  their  own  voli- 
tion, tut  they  felt  that  they  were  forced  tqAo  so  by  laws 
or  interpretatio  ns  of  laws  with  respect  to  procurement. 

MR.  HUNSAKER.  Volition  of  the  department. 

MR.  WILSON.  Right. 

MR.  HUNSAKER.  Regardless  of  the  individual? 

MR.  WILSON.  I think  your  statement  that  this  is 
academic,  this  patent  thing,  is  correct,  because  I do  not 
think  any  of  us  have  any  particular  case  whore  the  Govern- 
ment has  been  arbitrary  in  the  exercise  of  its  power. 
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MR*  HUNS AKER.  Then  to  get  away  from  patents  to  the 
question  of  what  is  your  property  right,  if  any,  in  knowl- 
edge which  you  have  transmitted  to  your  customer,  what 
strings  can  you  keep  on  information?  Once  information  is 
disclosed,  it  becomes  free  as  air. 

MR.  BROWN.  That is  true* 

MR.  HUNSAKER*  You  do  disclose  it  under  your  contract? 

MR*  BROWN.  We  do  in  this  way:  They  have  a complete 

set  of  blue  prints,  drawings,  of  every  part  used  in  the 
engine*  We  have  not  furnished  them  operation  sheets  cover- 
ing our  manufacturing  processes*  They  have  not  asked  for 
them. 

MR.  HUNSAKER.  You  would  if  they  asked  for  it? 

MR.  BROWN.  But  according  to  the  contract  they  could 
have  it* 

MR.  HUNSAKER.  You  would  give  it  to  them? 

MR,  BROWN.  We  would  give  it. 

MR.  HUNSAKER.  Tolerances,  heat  treatments,  and  every- 
thing else? 

MIR.  BROWN*  rihat  is  true.  They  could  have  it,  which 
I think  is  unfair. 

MR. HUNSAKER.  In  order  to  order  spare  parts,  do  they 
not  need  all  of  that  information? 


MR.  BROWN.  They  could  ask  for  it.  They  really  should 
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have  them,  felt  I will  say  again  that  the  services  have 
not  asked  for  that  particular  information. 

MR.  HUNSAKER.  In  regard  to  the  airplane,  Mr.  Wilson, 
do  they  not  have  oomplete  information  on  the  Vought  air- 
p3.ane? 

MR.  WILSON.  Yes. 

MR.  HUNSAKER.  Over  the  years  in  which  that  has  been 
developed? 

MR.  WILSON.  I think  they  must  have  it  for  the  purpose 
of  making  maintenance  in  the  field.  They  must  have  it* 
if  necessity  arises  for  some  sudden  service.  It  is  purely 
a matter  of  administration.  The  soundness  of  procurement 
from  the  original  vender  is  admitted.  There  is  a respon- 
sibility in  cost  and  all  that.  As  t understand  it,  there 
has  never  been  any  lack  of  desire  on  the  part  of  the  pro- 
curement people  to  do  things  that  way. 

MR.  BROWN.  That  is  right. . 

MR.  WILSON.  It  is  only  because  their  hands  have  been 
tied  by,  say,  interpretations  of  existing  laws. 

I think  that  right  here  it  might  be  wel}.  for  me  to 
give  you  the  thought  that  I had  in  mind  leading  with  the 
Commission  this  morning,  because  in  a way  my  company 

represents  the  horrible  example  of  the  present  state  of 
procurement.  My  oompany  has  been  building  for  many  years 
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a type  of  airplane  known  as  the  Coreair.  Many  of  them 
have  been  procured  by  negotiated  contracts,  ae  a result  of 
which  no  particular  profit  accrued  to  the  company  — very 
well  executed  procurement  on  the  part  of  the  Navy.  But 
recently  sixteen  of  those  airplanes  were  put  out  to  compe- 
titive bids. 

MR.  HUNS AKER.  To  your  designs? 

MR.  WILSON.  To  our  specific  designs;  with  the  arrange- 
ment in  the  bids  — and  this  is  necessary,  of  course,  — 
that  any  bidder  have  access  to  the  detailed  drawings  and 
would  be  furnished  a cample  of  the  article  in  order  that 
he  could  compete  with  us. 

MR*  WARNER*  How  many  of  those  machines  have  you 
built? 

MR.  WILSON.  Only  16. 

MR.  WARNER.  How  many  of  them  have  you  built  so  far? 

MR.  WILSON.  Oh,  about  a thousand,  altogether. 

MR.  WARNER.  I realize  that,  but  how  many  of  this  iden- 
tical type? 

MR.  WILSON.  Not  any  other.  Well, one  of  this  identical 
type,  just  a sample. 

MR.  WARNER.  One  experimental  airplane? 

MR.  WILSON.  Yes. 

MR. WARNER.  Were  you  paid  the  full  price,  the  price  of 
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the  construction  on  that? 

MR*  WILSON.  As  much  as  you  usually  get;  I should  say 
somewhere  about  half. 

MR.  WARNER.  You  were  not  paid  the  full  price  of  the 
construction? 

MR.  WILSON.  We  never  expect  to  recover  the  full  cost 
of  development. 

MR.  WARNER.  So  you  now  have  a substantial  deficit  on 
that  machine,  and  you  have  no  knowledge  that  you  have  any 
superior  standing  to  that  of  any  other  firm? 

MR.  WILSON.  That  is  it.  That  is  such  a bad  example, 
because  it  is  one  involving  an  article  that  has  been,  in 
production  for  many  years,  and  it  represents  the  experience 
of  our  own  organization  and  the  Navy  and  the  Service  as 
well. 

Eut  here  wa Bjkn  example  of  an  article  put/6ut  to  competi- 
tive bids.  Suppose  we  resign  ourselves  to  the  competitive 
bid  angle,  and  a few  months  later  put  in  a bid,  and  the 

Army  take  a somewhat  similar  airplane  in  the  National  Guard 
competition,  which  is  a straight-forward  competitive  bid 
with  procedures  for  evaluation  and  what  not,  and  we  are 
the  low  bidder  in  the  competition^  but  I have  not  any  ex- 
pectation that  we  are  going  to  get  the  business.  In  other 
wards,  the  competitive  bidding  thing  from  our  point  of  view 
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always  works  to  our  disadvantage.  We  either  get  it  or  we 
do  not* 

MR.  HUMS AKER.  On  this  example  here,  do  you  not  be- 
lieve that  you  get  the  order  if  ytou  are  the  low  bidder? 

MR*  WILSON.  I think  that  the  Army  air  service,  for 
instance,  would  probably  prefer  to  buy  the  Douglass  air- 
plane at  twice  the  price  than  they  would  our  airplane  at 
half  the  price. 

MR.  BROWN.  Mr.  Wilson,  is  not  your  point  there  that 
the  bids  were  opened  on  about  the  23nd  of  September,  and 
your  sanple  airplane  has  undergone  all  tests  and  yet  the 
contract  has  not  been  awarded? 

MR.  WILSON.  That  is  it.  We  do  not  need  to  put  in 
the  expectation.  We  can  see  that  two  months  have  elapsed 

and  probably  three  weeks  more  will&lapse  and  no  decision 
has  been  made,  although  we  were  the  low  bidder  by  a wide 
margin.  In  other  words,  we  went  in  and  bid  to  get  the  busi- 
ness to  put  our  men  back  to  work,  but  we  have  not  succeeded 
in  putting  them  back  to  work.  The  reason  why  I say  weitre 
the  horrible  example  is  that  we  have  a factory  up  there 
which  up  to  this  time  was  able  to  keep  running  andkeep  a 
lot  of  men  employed,  and  now  we  are  quiet. 

Some  two  years  ago  we  undertook  another  development 
and  produced  a more  or  lo&e  new  type.  We  undertook  a 
development  in  competition  with  the  Douglass  Company,  a 
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design  competition  in  which  price  was  an  important  element 
of  award,  and  we  won  the  competition.  Our  ship  was  some 
miles  faster  than  the  Douglass  airplane  and  it  was  some 
hundred  pounds  fighter  than  the  Douglass  airplane,  and  it 
was  one  of  the  few  airplanes  that  ever  collected  the  entire 
bonus  for  under  weight. 

That  particular  proposal  involving  bomber  airplanes 

is  now  out  for  competitive  bids.  In  other  words,  having 
competition 

won  the  design/once,  we  now  are  forced  to  compete  with  the 
world. 

MR.  HUNSAKER.  What  did  you  get  for  your  trouble  when 
you  won?  What  did  you  really  win? 

MR.  WILSON.  I am  not  quite  able  to  see.  It  looks 
as  if  we  won  a liability,  because  we  have  to  go  out  and 
compete  with  the  10  rid  on  something  which  we  developed, 
which  represents  really  a novel  idea  and  one  which  came 
to  me  as  a result  of  my  experience. 

MR.  HUNSAKER.  Are  your  drawings  and  information  sup- 
plied? 

MR.  WILSON.  All  of  our  drawings. 

Again,  any  competitor  is  authorized  to  come  to  our 
factory  and  view  the  article  itself.  We  will  aosist  him 
in  copying  the  design. 

Now,  I am  not  afraid  of  that  kind  of  competition  be- 
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cause  I know  nobody  can  build  the  airplane  as  oheaply  as 
we  can  if  he  bids  intelligently.  But  maybe  there  are  some 
other  empty,  hungry  airplane  factories  that  are  willing  to 
go  in  and  underbid  me  regardless. 

In  the  case  of  this  National  Guard  project  of  ours, 
the  Army  seems  to  think  they  can  make  the  award  to  the 
highest  bidder  if  they  so  interpret  the  law,  but  on  the 
other  hand,  the  Navy  feels  that  in  this  other  competition 
that  I am  indulging  in,  they  must  make  the  award  to  the 
lowest  bidder  if  he  underbids  me.  The  facts  are,  then,  that 
we  are  the  horrible  example  of  how  the  confusion  in  these 
things  accomplishes  this  one  thing:  The  factory  is  closed 
and  all  the  men  are  out  of  work,  and  the  development  of  it 
has  taken  a couple  of  years  and  represented  $100,000  to 
$200,000  over  and  beyond  what  we  could  get  for  it,  goes 
out  to  somebody  else  that  was  not  saddled  with  that  develop- 
ment Gust  which  must  be  amortized  later. 

That  in  itself  is  bad  enough,  but  there  is  another 
angle  to  it.  Having  bid  competitively  for  these  16  air- 
planes that  I have  told  you  about,  we  have  a profit  limita- 
tion through  the  Vinson  Act.  In  other  words,  having  bid 
competitively  for  these  airplanes,  we  are  prohibited  from 
making  more  than  10  per  cent,  if  we  can,  on  that  particular 
project.  So  the  two  things  are  sort  of  incompatible.  If 
you  go  out  and  fight  your  way  in  c ompetition,  you  certainly 
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ought  to  be  entitled  to  the  rewards  of  your  zeal.  But  it 
does  not  work  that  way.  That  in  itself  would  not  be  so 
bad  if  you  had  any  knowledge  of  what  costs  are  going  to  be 
allowed  in  this  transaction.  You  know  that  there  will  be 
endless  arguments  as  to  the  interpretation  of  what  costs 
will  be  allowed  by  the  Treasury  Department,  and  you  are 
quite  sure  that  some  of  the  money  that  you  spend  to  develop 
that  thing  will  be  thrown  out,  and  you  will  be  lucky  if 
you  make  a profit  if  you  retain  the  plane  when  you  get 
through. 

All  in  all,  it  seems  as  though  it  is  just  a sort  of 
an  accumulation,  a enow-ball  of  complications  that  arose 
as  the  result  of  having  the  fundamentals .all  mossed  up  from 
the  beginning. 

Beyond  that,  this  is  even  worse,  for  the  reason  that 
we  delayed  our  plans  two  years  ago  so  that  these  things 
would  come  to  fruition  at  the  right  time  and  continue  our 
shop  in  production.  But  thanks  to  the  delays  and  the 
changes  in  the  whole  procurement  procedure,  that  has  not 
cone  out.  This  design  competition  that  we  entered  into, 
we  had  to  aocept  the  price  of  the  lowest  bidder  before  we 
got  the  design  competition.  Now,  having  had  a money  com- 
petition on  it  once  with  respect  to  the  options,  the  Navy 
could  have  signed  the  options  and  given  us  the  business 
six  months  ago,  because  we  had  distinctly  won  the  competi- 
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tion.  But  all  this  delay  means  that  we  have  not  yet  got 
the  business.  It  is  out  on  competitive  bids  and  we  may 
not  get  it.  The  whole  development  has  been  retarded  for  at 
least  a year.  By  the  time  the  thing  gets  into  production 
it  will  probably  be  obsoleted  by  something  else  that  is 
coming  alongo 

MR.  HUNSAKER.  The  fundamental  is  competitive  bidding 
versus  negotiated  contracts. 

MR.  WILSON.  Yes. 

MR.  HUNSAKER.  But  these  are  examples  of  confusion 
you  g#  into  by  competitive  bidding. 

MR.  WILSON.  What  I meant  to  say  in  the  beginning  was 
that  we  have  theories  on  these  things,  but  here*: is  a prac- 
tical example  of  a factory  whose  doors  are  practically 
closed,  and  whose  men  are  out  of  work, in  spite  of  the 
development  program  that  was  prosecuted  to  completion  suc- 
cessfully. The  mcney  is  there.  The  types  are  there,  and 
nobody  can  buy  them. 

MR.  HUNSAKER.  Of  course,  this  kind  of  competitive 
bidding  has  been  gone  into  because  of  the  evident  reproduc- 
tion right  that  the  Government  has  acquired. 

MR.  WILSON.  No,  I would  not  say  that. 

MR. HUNSAKER.  Sufficient  to  throw  this  model  out  to 
competitive  bidding. 

MR.  WILSON.  I think  that  the  Government  should  always 
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be  in  a position  to  throw  it  to  competitive  bidding  if 
policy  dictates  it.  I have  no  objection  to  conveying  to 
the  Government  the  rights  to  do  that.  But  I feel  that 
we  ought  to  have  the  first  call  on  that  if  my  prices  are 
reasonable  and  deliveries  are  reasonable.  You  are  entitled 
at  least  to  a first  call.  And  we  had  the  first  call. 

But  we  will  say  this,  that  it  is  an  interpretation  of  a 
law  which  the  procurement  officers  and  the  Navy  Department 
feels  prohibits  them  from  buying  under  negotiated  contract, 
and  forces  them  to  put  it  out  to  cut-throat,  destructive 
competition. 

MR.  HUN3AKER.  Your  remedy  for  that  is  authority  for 
the  administrative  agencies  to  negotiate  your  contracts 
and  distribute  the  bua  ness  the  way  they  wish? 

MR.  WILSON.  Of  course,  I have  always  felt  that  the 
full  authority  was  there,  and  that  the  Air  Corps  Act  auth- 
orized it.  I®  seems  that  is  not  entirely  accepted. 

MR.  WARNER.  You  have  no  objection,  then,  to  putting 
yourself  fully  in  the  hands  of  the  particular  officers  who 
are  charged  for  the  time  being  with  procurement  for  the 
Army  and  Navy? 

MR.  WILSON.  None  at  all. 

MR.  WARNER.  Under  this  system  of  wide-open  negotia- 
tion they,  of  course,  have  the  power  to  put  you  out  of 


business. 
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MR.  WILSON.  Right.  But  just  as  Mr.  Brown  says, 
somewhere  along  the  line  you  will  find  someone  who  will 
square  things  away,  or  felse  you  will  have  to  accept  the 
fact  that  your  cause  is  not  just.  I am  perfectly  happy  to 
transfer  the  proprietary  rights,  the  design  rights  patent 
rights,  and  all  of  those  things  into  the  hands  of  the 
Government.  I trust  myself  to  the  hands  of  the  Government. 

MR.  BROWN.  Provided,  as  you  said  a minute  ago,  * — • 
do  you  not  want  to  say  this  — that  you  will  be  given  the 

first  opportunity  to  furnish  that  equipment? 

MR.  WILSON.  Right.  In  other  words,  we  are  whipsawed 
both  ways.  We  transfer  all  our  equities  and  then  we  get 
none  of  the  benefits  from  it.  They  are  promptly  turned 
out  to  the  world  at  large,  and  no  one  can  survive  very 
long  on  th^t  situation. 

MR. WARNER.  You  said  you  did  not  know  how  the  profit 
limitation  was  going  to  work.  We  have  understood  that  a 
code  of  rules  was  at  least  in  the  making  and  to  are  not  able 
to  secure  information  as  to  what  form  that  code  takes  or 
what  costs  will  be  allowed. 

MR.  WILSON.  I do  not  think  anybody  has  decided  clearly 
as  to  what  it  may  be,  and  there  are  many  problems  involved 
in  arriving  at  a code  of  that  kind.  We  have  only  hearsay 
to  the  effect  that  this  cost  will  not  be  allowed  or  that 
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cost  will  not  be  allowed  or  any  other  cost  will  not  be  al- 
lowed, and  you  know  very  well  that  you  are  not  going  to 
get  all  the  costs  that  actually  went  into  the  thing  under 

any  sort  of  a code  of  that  kind.  In  other  words, the  whole 
thing  is  just  as  unsound  as  it  wan  be,  that  you  should  be 
subjected  to  cutthroat  competitive  bidding  on  the  one 
hand  and  then  held  to  a profit  limitation  on  the  other. 

I would  not  be  unhappy  to  accept  a limitation,  we  will  say, 
on  a negotiated  contract  of  a profit,  but  on  a competitive 
contract  to  restrict  you  to  eome&limitation,  it  is  just 
both  ends  against  the  middle* 

MR«  WARMER*  The  Army  system  of  competition  is  totally 
different.  It  involves  the  transfer  of  the  r eproduction 
right  and  involves  a presumed  readiness  to  award  the  con- 
tract to  the  highest  bidder,  if  that  seems  to  be  in  the 
interest  of  the  Government.  It  involves  the  assumption 
that  the  Secretary  of  War  possesses  exactly  that  power  of 
which  Mr.  Brown  has  spoken,  where  he  lays,  I be&ieve,  that 
if  the  head  of  one  of  the  executive  departments  of  the 
United  States  considers  the  interest  of  the  people  as  a 
whole  can  best  be  served  by  making  price  secondary  rather 
than  the  governing  element  he  should  have  the  authority  to 
do  so.  The  War  Department  say  that  they  have  that  authori- 
ty and  power  under  the  Aircraft  Act,  and  they  apparently 
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propose  to  use  it.  How  does  that  type  of  competition  ap- 
peal to  you? 

MR.  WILSON.  I am  perfectly  willing  to  take  that  kind 
of  competition  and  take  my  chances  with  it,  but  it  does 
not  quite  work  that  way.  That  brings  into  point  the  other 
accusation  in  Mr.  Brown* s paper  with  respect  to  some  stan- 
dardization or  establishment  of  the  principles  and  policies 
that  dictate  procurement.  But  just  as  a matter  of  pure 
polioy,  I think  the  War  Department  would  be  in  a weak  posi- 
tion to  make  an  award  out  of  hand  on  the  basis  of  policy 
without  a previous  design  competition  which  included 
weighting  price  for  what  it  is  worth,  because  it  would 
just  open  them  again  to  the  criticism  that  comes  here. 

MR.  WARNER.  Are  they  not  having  that  competition? 

You  submitted  an  airplane.  They  have  kept  the  airplane  for 
a long  time  and  tested  it*  It  is  presumed  to  b&  at  least 
the  equivalent  of  design  competition.  Other  people  have 
submitted  airplanes  which  have  been  tested  and  their  merits 
have  been  evaluated.  Then  they  are  going  to  make  price 
a consideration  and  they  are  going  to  make  policy  a con- 
sideration, and  they  are  going  to  award  thebusiness  where 
the  best  interests  of  the  Government  dictate. 

MR.  WILSON.  Yes. 

MR.  WARNER.  Does  not  that  accomplish  exactly  what  you 
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suggest? 

MR.  WILSON.  That  is  right.  We  are  perfectly  happy 
to  accept  that  if  it  is  to  he  the  common  variety.  But  on 
the  one  hand  the  Army  is  applying  that  ms thod,  and  on  the 
other  hand  the  Navy  is  applying  the  other  method,  and  we 
happen  to  he  whipsawed  in  between  them  both,  so  that  we 
get  no  business  out  of  either. 

MR.  WARNER.  I would  like  to  go  back  f or  a moment, 
Commander  Wilson  to  the  ”8ave  Harmless”  clause.  You  take 
exception  to  its  form  of  working,  as  I understand  it.  If 
anything  were  to  be  done  about  that,  there  seem  to  be  two 
possibilities,  both  of  whioh  have  been  suggested  by  previ- 
ous witnesses:  First,  that  the  Government  could  relieve 
the  contractor  of  this  responsibility  by  assuming  it  direct- 
ly on  behalf  of  the  Government;  second,  that  the  patent 
law  of  1918  could  be  amended  so  that  the  recourse  of  the 

patentee  would  be  to  sue  the  manufacturer  infringing,  rather 

» 

than  to  proceed  in  the  Court  of  Claims.  Which  if  either  of 
those  procedures  have  you  in  mind? 

MR.  WIL80N.  I believe  that  if  the  Government  acquiree 
title  to  all  of  your  patents,  then  the  Government  should 
accept  the  responsibility  of  the  suit  and  defend  it.  As 
to  the  choice  betweten  those  two  procedures,  I am  not  pre- 
pared to  make  a recommendation.  I know  that  the  Manufactur- 
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ers*  Aircraft  Association  has  definitely  recommended  the 
repeal  of  that  Act  and  I am  in  substantial  agreement  with 
the  recommendation. 

THE  CHAIRMAN.  Suppose,  gentlemen,  if  it  suits  your 
convenience,  you  be  back  here  at  2:30. 

(Whereupon,  at  1:05  o'clock  p.m. , a recess  was 
taken  until  2:30  o'clock  p.m.  of  this  day.) 
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AFTERNOON  SESSION  3:30  p.m. 

STATEMENT  OF  MR.  D.  L*  BROWN  (continued). 

MR.  HUNS AKER;  Mr.  Chairman,  I was  just  having  some 
private  conversation  with  Mr.  Walsh  that  I think  ought  to 
be  open  to  the  rest  of  my  colleagues,  with  regard  to  this 
spare  parts  business. 

I wish  you  would  explain  that  to  the  Commission,  how 
we  get  into  this  desire  to  buy  spare  parts  from  the  original 
vendors  instead  of  from  the  engine  makers. 

MR.  WALSH:  I have  drawn  this  little  diagram  here  to 
make  a specific  case  that  has  come  up  a little  clearer,  Mr. 
Howell.  In  other  words,  the  Navy  Department  or  the  Army 
frequently  ascertain  the  fact  that  the  price  that  the  manu- 
facturer is  paying  for  a particular  part  currently,  is,  as 
in  this  case,  #1.83.  The  idea  has  been  had  that  they 
should  be  able  to  buy  that  same  part  at  #1.63  plus  a 10  or 
15  per  cent  handling  charge.  We  ask  them  to  pay  #3. 50,  we 
will  say,  for  that  par t,  They  cannot  see  the  point,  because 
they  feel  that  they  could  go  into  the  open  market  and  get 
it  at  # 1 f> 63. 

MR.  HUNS  AKER;  That  is,  get  it  from  the  same  place. 

MR.  WaLSH;  From  the  same  place  that  we  got  it.  In  fact, 
they  are  asking  us  to  put  the  spare  parts  numbers  on  some  of 
our  drawings  ec  that  they  can  specifically  do  that  particular 
thing. 
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The  thing  that  was  omitted  in  their  calculations,  and 

which  we  have  gotten  partial  recognitions  for,  is  what  is 
gone  through  with  in  order  to  arrive  at  this  price  of  $1.63, 
which  expense  we  have  to  get  some  reimbursement  for. 

As  an  example,  this  particular  bolt  which  is  about  3.5 
inches  long  by  a half  inch,  is  a part  of  our  controllable 
propellor.  It  projects  from  the  cylinder  into  this  slot, 
which  makes  the  blade  angle  move  — a very  vital  part.  It 
was  first  made  in  the  shape  that  you  see  here,  and  it  failed 
on  the  first  service  donditions  right  here  at  these  threads. 
So  the  first  thing  we  had  to  do  was  have  all  the  bolts  re- 
worked and  necked  at  that  place. 

When  we  bought  that  next  lot  of  bolts  they  still  cost 
|]..63  or  $1.64.  There  was  not  additional  cost  to  any  great 
degree.  But  we  had  to  run  a test  on  this  bolt  to  make  sure 
that  that  necking  down  had  really  cured  the  thing;  All  of 
this  was  an  expense  that  we  had  to  pile  up  and  amortize 
later. 

Even  the  test  did  not  develop  the  fact  that  in  service 
that  part  — we  transferred  the  greatest  strain  to  this 
square  shoulder  you  see  here,  and  the  bolt  started  to  break 
at  this  point.  Our  next  solution  on  that  was  to  make  a con- 
ical head  here  (indicating),  which  was  a little  more  diffi- 
cult job  of  reworking  and  piled  up  expense. 
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THE  CHAIRMAN!  You  had  to  do  that  yourself? 

MR.  WaLSH:  Yes.  After  we  had  gotten  these  from  the 
suppliers,  still  the  price  of  that  bolt  was  probably  $1.63, 
because  it  did  not  really  mean  much  to  a fabricator  whether 
h©  got  a square  shoulder  here  or  a sloping  shoulder.  We  did 
have  a lot  of  obsolescence  in  the  partthatfits  in  here, 
because  we  could  not  do  that  job  with  that  part.  But  that 
is  a different  story. 

That  worked  along  all  right  and  we  have  had  no  more 
failures,  but  in  the  meantime  we  had  all  of  this  reworking 
with  the  bolts  in  stock.  We  have  had  testing  on  engines  to 
make  sure  that  the  correction  was  the  proper  one,  and  still 
we  were  getting  these  things  currently,  100  or  200  at  a 
time,  we  will  say,  for  $1«  63. 

The  next  thing  that  oame  up  was  the  fact  that  this  bolt 
in  its  movement  is  limited  by  a stop  on  a screw  over  here. 

We  found  cause  for  complaint  because  the  bearing,  surface 
between  this  projection  and  this  bolt  head  here  was  not  suf- 
ficient, and  they  commenced  to  indent  and  chew  off.  So  we 
were  immediately  faced  with  the  necessity  of  getting  more 
bearing  surface  there.  The  way  we  accomplished  it  is  by 
removing  the  screw  threads  on  this  side  of  the  bolt  like 
that,  and  reoperating  the  bolts.  That  permitted  this  head 
to  project  an  eighth  of  an  inch,  I think  it  was,  over,  and 
gave  us  about  three  times  the  bearing  surface  on  this  nut 
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that  it  came  into  contact  with  on  its  upper  and  lower  limits. 

That  scrapped  all  of  the  bolts  we  had  in  stock,  and  we 
had  put  in  I think  nearly  $3,000  worth  of  bolts  of  the  var- 
ious sizes,  scattered  through  our  inventory,  because  we  at 
last  felt  that  the  bolt  was  sufficiently  strong  so  that  we 
could  get  the  economies  of  buying  in  slightly  larger  quanti- 
ties, and  we  bought  in  lots  of  400  or  500  in  three  or  four 
different  sizes. 

There  is  #3,000  worth  of  expense,  beoause  there  is  no  way 

length 

to  reoperate  those  bolts  to  give  us  an  additional  1 1 ;■  j on  the 
end  there.  But  the  price  of  this  bolt  is  hardly  affected  at 
all  bythe  fact  that  we  want  anoth er  eighth  of  an  inch  on 
this  projection.  So  that  the  new  contract  to  our  supplier 
is  still  at  about  $1.63. 

The  Navy's  query  is," why  should  youcharge  me  any  more 
than  $1.63?”  We  have  to  point  out  all  of  the  absorption  of 
engineering  expense  to  develop  the  bolt  to  this  finished 
form,  all  of  the  test  expense  to  prove  it,  and  finally,  all 
of  the  obsolescence  expense^  which  we  finally  brought  the 
bolt  tc  the  accepted  state.  So  we  say  that  they  should  bear 
our  regular  standard  mark-up  of  overhead  which  every  dollar 
leaving  our  plant  has  to  bear  if  we  are  to  amortize  these 
indireot  expenses  of  engineering  and  obsolescence,  so  we 

have  to  mark  that  up  to  seme  price  like  $3.50,  although  we 

% 

are  buying  it  from  the  supplier  at  #1.63.  But  until  that 
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is  made  clear,  the  Navy  Department  feels  somewhat  defense- 
less at  paying  us  $2.50  for  something  they  know  we  are 
buying  for  $1,63. 

MR.  HUNSAXER;  Is  not  that  the  point,  that  the  price  you 

pay  to  your  supplier  is  not  the  cost  to  you  of  that  bolt? 

me  nr 

MR.  WALSH;  It  is  ex  all  develop-ed  and  obsolescence  cost. 

(Discussion  off  the  record.) 

THE  CHAIRMAN:  You  could  have  taken  that  originally  at 
$1.63  and  you  could  have  used  it,  but  it  would  not  have  been 
anything  like  as  efficient  as  it  was  made  by  the  little 
extra  work  that  you  did  on  it,  for  which  you  assessed  a 
little  extra  charge? 

MR.  WaLSH:  Not  only  less  efficient,  sir,  but,  as  in  this 
case,  vitally  unsafe. 

THE  CHAIRMAN;  Yes. 

MR.  WALSH;  Because  it  is  the  part  that  moves  the  blade 
in  pitch,  and  if  it  breaks,  it  is  a vital  part. 

MIR.  WARNER:  I think  that  largely  answers  one  of  the 
first  questions  I wanted  to  ask  you,  Mr.  Brown.  The  services 
appear  to  agree  to  a certain  extent, or  at  least  some  of 
their  personnel  agree  that  it  is  absurd  to  expect  to  go  out 
and  get  every  blacksmith  in  the  oountry  competing  on  the 
manufacture  of  crank-shaf ts ,cr  piston  rings,  or  valves; 
but  they  say,  "We  know  perfectly  well  that  certain  valves 
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come  from  Thompson  and  Rich,  or  from  Thompson,  and  the 

other  than 

piston  rings  come  from  somewhere/J  the  Pratt  & Whitney 
factory,  and  we  do  not  see  any  reason  why  we  should  not  buy 
from  those  sources,  and  why  there  should  not  be  competition 
between  the  original  supplier  and  Pratt  & Whitney."  You 
say  that  the  work  that  you  put  into  that  valve  or  piston 
ring  justifies,  from  the  point  of  view  of  service  procure- 
ment, a mark-up.  Perhaps  this  is  a complete  answer,  all  the 
answer  there  is  to  be  made^ 

MR.  BROWN;  I think  that  the  illustration  Mr.  Walsh  just 
gave  covers  it. 

MR.  WALSH;  By  the  way,  before  you  pass  on,  I would  like 

that 

to  add  one  other  thought/ comes  up  not  in  connection  with 
this  part,  but  with  another  part.  We  have  a part,  a bearing, 
and  the  current  contract  price  is  ”AU  dollars.  The  first 
order  was  ’’A"  plus,  because  it  amortized  all  the  tuning-up 
costs  of  that  bearing  manufacture.  So  that  the  current 
price  for  those  bearings,  if  there  were  not  this  development 
expense,  would  not  be  the  correct  price,  because  we  have 
amortized  placing  that  supplier  in  position  to  produce  this 
particular  type  of  bearing,  so  he  should  charge  a higher 
price  to  somebody  else  than  he  is  charging  us  currently. 

That  is  just  another  additional  thought, 

MR.  WARNER;  Perhaps  he  would  and  perhaps  not,,  depending 


3 


on  what  arrangements  you  had  with  him 
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I suppose  you  oan  argue  that  the  government  ought  to 
come  to  you  for  parts*  first  beoause  you  say  that  it  is 
unethical  for  them  not  to  do  so,  that  it  is  unjust  and  out- 
rageous for  them  to  go  elsewhere  when  you  have  borne  th© 
burden  of  developing  the  part,  and  second,  beoause  if  th© 
government  authorities  take  a long  range  view,  it  is 
3 obviously  — - using  the  language  I imagine  you  might  use  — 

in  the  ultimate  interest  of  the  Government  to  keep  you 
interested  in  that  development  and  to  keep  you  active  in 
improving  these  various  parts  that  come  from  outside  sup- 
pliers. 

MR.  BROWN:  That  is  true. 

MR.  WARNER:  Yes.  Is  there  also  any  factor  — I am  sug- 
gesting it  because  it  has  been  brought  up  by  one  or  two 
previous  witnesses-of  your  own  check  or  inspection  on  this 
material  that  goes  into  the  engine?  s Do  you  just  automati- 
cally take  these  parts  as/they  are  received,  or  do  you  assume 
any  responsibility  for  them? 

MR.  BROWN;  We  assume  full  responsibility  for  these 
parts. 

MR.  WARNER;  Does  that  involve  any  provision  on  your 
part  for  manufacture? 

MR.  BROWN:  A great  deal.  I imagine  that  during  your 
hearings  you  have  heard  from  both  tranches  of  the  service, 
that  perhaps  a piston  ring  that  they  can  buy  for  8 cents 
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MR.  WaRNER:  They  have  not  given  the  figures,  but  I 
should  have  guessed  there  was  something  of  that  order. 

MR.  BROWN:  But  the  development  of  a piston  ring  and  the 
cost  of  the  development  in  expenditures,  testing,  and  so 
forth,  may  be  greater  than  the  development  of  a cylinder  head 

MR.  WARNER:  Mr*  Walsh  has  epoien  of  that,  but  I wonder- 
ed  if  you  did  anything  on  the  individual  piston  ring  when 
you  receive  rings  from  Perfect  Circle,  or  wherevdr  you  buy 
them?  Do  you  give  these  rings  any  inspection? 

MR.  BROWN:  100  per  cent. 

MR.  WARNER:  So  that  you  reject  some  part  of  their 
material? 

MR.  BROWN:  A great  deal. 

MR.  WARNER:  Before  you  put  it  into  your  engines? 

MR.  BRoWN:  A great  deal. 

MR.  WARNER:  That  leads  up  to  my  real  question:  you  say 
the  government  ought  to  reoognize  its  responsibility  in 
these  matters  and  take  the  long  view  and  follow  the  course 
that  seems  to  you  to  be  ethical.  But  the  commercial  consumer 
is  presumably  concerned  only  with  doing  the  reasonably 
decent  thing,  but  with  getting  his  product  at  the  lowest 
price  at  which  he  can  obtain  it.  He  does  not  feel  any  res- 
ponsibility as  a rule  for  the  maintenance  of  the  whole  air- 
craft industry  over  a long  period  of  time. 


MR*  BROWN : That  is  true. 


3880 


MR.  WARNER:  There  are  too  many  of  them  for  any  one  con- 
sumer to  feel  that  responsibility  individually. 

You  sold  a gOGd  many  Wasp  engines  to  American  Airways.. 
When  they  want  valves,  they  must  buy  from  you  ~~  they  must 
get  a great  many  valves  — or  do  they  go  to  Thompson?  I am 
not  asking  about  the  American  particularly.  I am  suggesting 
a typical  case.  What  is  the  rule  with  the  big  consumers  of 
Wasp  parts,  other  than  the  government? 

MR.  BROWN:  They  come  to  us. 

MR.  WARNER;  Is  that  the  universal  rule? 

MR.  BROWN;  Well,  it  is  — there  are  some*  I cannot  just 
name  them  — 

MR.  WARNER:  Do  not  bother  to  name  them. 

MR.  BROWN:  — they  go  direct  to  the  manufacturer.  How- 
ever, we  had  a case  in  our  own  United  Air  Lines r family, 
and  it  happened  to  be  on  piston  rings.  So  we  said,  "All 
rifeht,  if  you  want  to  buy  those  piston  rings  direct  from 
Tom,  Dick  and  Harry,  or  some  other  company,  and  do  not  take 
the  piston  rings  that  we  recommend,  the  day  that  you  put 
that  piston  ring  in  there  our  service  policy  ends  on  that 
particular  engine. " 

MR.  LANE:  Is  not  that  true  with  other  contractors  and 
consumers,  that  the  use  of  any  parts  not  of  your  recommenda- 
tion vitiates  your  obligation  sc  far  as  that  motor  is 
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MR.  BROWN:  That  is  right. 

MR.  WARNER:  Would  that  be  true  if  they  were  not  imita- 
tion parte,  but  obtained  from  your  source  of  supply? 

MR.  BROWN:  Yes,  it  would  be  the  same. 

MR,  WARNER:  You  would  still  refuse  to  stand  responsible, 
even  though  they  were  getting  the  parts  from  the  same 
faotory  and  on  the  same  part  number  that  you  buy  on? 

MR.  BROWN:  Of  course,  we  work  out  arrangements.  There 
are  certain  parts  on  the  engines  on  which  there  is  net  very 
much  development  from  time  to  time,  and  we  recommend  that 
they  go  direct  to  the  supplier.  I am  talking  about  gaskets, 
and  a few  bushings. 

MR.  HUNSAKER:  It  is  net  true,  Mr.  Brown,  in  the  case  of 
piston  rings.  If  the  customer  buys  piston  rings  from  some 
one  else,  he  is  getting  uninspected  piston  rings. 

MR.  BROWN:  That  is  right. 

MR.  LANE:  Would  your  vendor  sell  to  the  trade? 

MR.  BROWN:  They  have,  but  I think  it  is  the  general 
policy  that  they  would  rather  have  such  inquiries  sent  right 
direct  tc  the  manufacturer.  There  are  several  reasons  for 
that:  The  continual  change  that  is  being  made  in  design. 

It  may  be  just  a slight  champfer  on  the  piston  ring.  They 
come  tc  us  to  make  a recommendation.  We  would  say,  "Here, 
youdo  net  want  tc  purchase  the  piston  ring  you  have  there. 
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Our  latest  development  is  No.  aB-672,  and  that  is  the 
piston  ring  you  ought  to  use.  It  is  a better  ring." 

MR.  WARNER;  I think  that  is  all  I have  on  that,  Mr. 
Brown.  There  are  two  or  three  other  questions  to  which  I 
wanted  to  return. 

You  have  spoken  to  considerable  length  about  results 
of  competitive  bidding,  first  in  general  terms,  and  then 
specifically  applied  to  engines.  I would  like  to  make  it 
a little  more  specific  still. 

As  we  saw  this  morning,  there  are  two  distinct  types  of 
competitive  bidding,  one  of  which  seems  to  be  under  trial 
by  the  navy  and  the  other  by  the  army.  Have  you  any 
expectation  that  the  Navy  Department  or  anybody  else  is 
going  to  expect  you  tc-  manufacture  Cyclone  engines  from  the 
Wright  Company 1 s drawings,  or  to  expect  anybody  else  except 
the  Wright  Company  to  do  so? 

MR.  BROWN:  I would  be  very  much  surprised  if  we  were 
asked  to  bid  on  a quantity. 

MR.  WARNER;  In  that  case  there  is  no  serious  question 
of  design  rights,  is  there? 

4 MR.  BROWN;  Not  as  far  as  engines. 

MR.  WARNER;  Although  it  might  be  ready  to  transfer  the 
Corsair  to  some  other  airplane  factory,  I take  it  — - if  it 
is  not  true,  we  have  not  heard  anything  to  the  contrary  — 
that  no  one  is  seriously  considering  trying  to  transfer  an 


12  hh 


3883 

engine  as  a whole  to  a new  factory,  expecting  fright 
to  tool  UP  to  manufacture  Hornet  engines,  because 
they  have  not  been  given  a single  order. 

MR.  BROWN-;  No. 

MR.  WARNER:  In  practice  you  would  not  bid,  because 
your  new  toolingcost  would  be  far  beyond  what  you  could 
expect  to  make  from  the  order. 

MR.  BR^WN:  I would  not  go  that  far,  because  if  anyone 
in  the  aircraft  industry  is  c-n  the  approved  list  of  suppliers 
I believe  there  is  such  a list  — if  we  were  invited  to  bid, 

I think  we  would  have  to  bid  or  give  a good  reason  why  we 
did  not. 

MR.  WARNER:  You  mean  you  think  the  service  would  vir- 
tually compel  you  to  make  a price  on  Cyclone  engines? 

MR.  BROWN;  I think  they  could  insist  on  it,  yes.  I 
have  always  felt  that  they  could  insist  on  it. 

MR.  WARNER:  In  practice  they  have  not  done  it? 

MR.  BROWN:  No. 

MR.  WARNER:  And  that  is  not  under  present  consideration, 
so  far  as  you  know? 

MR.  BR-'WN:  No. 

MR.  WARNER;  Where  engines  are  concerned,  we  have  only 
one  type  of  competition  to  reckon  with,  that  is,  the  compe- 
tition where  each  bidder  bids  on  his  own  engine,  the 
competition  that  has  been  best  displayed  in  the  past  in  the 
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competitive  bidding  between  the  Cyclone  and  the  Hornet. 

MR.  BROWN:  That  is  right. 

MR.  WARNER:  Assume  that  the  government  departments  have 

the  authority  under  Section  T of  the  Procurement  Act  to 

have 

award  the  contract.  They  will  after  receiving  bids,/ to  take 
into  account  everything,  the  quality  of  the  product,  the 
price,  the  conditions  in  the  various  factories,  the  desir- 
ability of  keeping  competitive  sources  alive,  and  so  forth, 
and  to  award  to  the  best  interests  of  the  government.  What 
harmful  results  are  there,  if  any,  from  such  competition? 

You  said  something  about  developing  a new  development.  I 
would  like  to  see  that  worked  out  a little  bit.  Let  us 
assume  that  the  polioy  of  competitive  bidding  betweenthe 

Cyolone  and  the  Hornet  goes  on,  but  the  award  does  net  have 

,*■ 

* 

to  be  made  to  the  low  bidder. 

MR.  BROWN:  But  that  is  net  what  is  being  done  at  pre- 
sent. That  is  what  I am  objecting  to. 

MR.  WARNER:  You  object  to  the  fact  they  do  award  to 
the  low  bidder  automatically? 

MR.  BROWN:  Not  only  to  the  low  bidder,  but  there  was 
recently  an  order  for  386  engines  for  the  Martin  firm.  The 
engineers  at  Wright  Field  and  our  engineers  brought  this 
development  along.  They  had  competition.  I mean  competi- 
tion. I am  going  to  throw  out  price,  because  I think 
what 

after  all/this  business  operates  on  is  engineering  more  than 
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MR.  WARNER;  You  stated  the  engineers  at  Wright  Field. 

Do  you  mean  that,  or  the  Wright  Company? 

MR.  BROWN;  No,  I am  talking  about  the  engineers  at 
Wright  Field,  in  cooperation  with  our  engineers  at  Pratt  & 
Whitney.  We  brought  up  the  Hornet  engine  from  525  horse- 
power to  up  around  700.  They  did  the  same  thing.  They 
worked  out  close  to  the  same  thing  with  Wright.  All  right. 
Then  in  January  or  February,  some  time  this  year,  some  one 
decided  that  this  negotiated  contract  was  all  wrong,  and 
put  everything  in  a state  of  confusion,  so  they  worked  out 
a new  arrangement  whoreby  the  airplane  manufacturer  could 
select  the  engine.  In  this  case  the  selection  was  against 
us.  What  is  the  result?  Wright  Aeronautical  got  256 
engines.  We  got  none.  Why  should  we  continue  the  develop- 
ment of  tb©  Hornet?  We  have  had  no  reward  for  our  efforts. 

MR.  WARNER;  I could  give  the  official  answer  to  that, 
presumably  in  order  that  next  time  you  will  be  far  enough 
ahead  of  your  principal  competitor  so  that  the  next  manu- 
facturer will  feel  confident  of  getting  better  performance 
out  of  the  Hornet  than  the  Cyclone. 

MR.  BROWN;  There  is  no  assurance  to  me  that  I would  get 
the  next  order,  and  no  reason  why  I shouH  spend  $100,000  in 
the  development  of  the  Hornet.  That  was  done  under  the  old 
system  of  negotiated  contracts.  The  Army  said,  "Here,  we 
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want  you  to  quote  in  lots  of  100,  200  and  300",  both  Wright 
and  ourselves,  we  would  be  invited,  after  we  submitted  our 
bid,  to  go  out  there  and  bring  our  cost  figures  with  us. 

The  result  would  be  that  that  order  would  probably  be  split 
50-50,  and  the  army  would  be  buying  it  for  the  lowest  price. 
That  is  what  I call  properly  controlled  competition.  We 
could  be  carrying  on  this  Hornet  development  today,  and  a 
year  hence,  cr  two  years  hence,  the  Army  would  be  getting  a 
better  Cyclone  than  they  will  if  we  should  drop  the  Hornet. 

MR.  WARNER:  Various  airplane  manufacturers  have  told 
us  that  from  their  point  of  view  the  ideal  is  to  have  an 
unrestricted  competition  on  quality,  that  all  the  business 
should  go  to  the  man  with  the  best  airplane,  or  if  there  oe 
two  sources,  the  majority  of  the  business  should  go  to  the 
man  with  the  best  design  and  the  best  performance,  and  what 
is  left  to  the  fellow  who  happens  to  run  second  in  the  race. 
I take  it  you  would  not  oonsider  that  satisfactory  on 
engines. 

I will  carry  that  a bit  further,  to  its  corollary,  that 
with  engines  the  development  work  will  go  on  because  any  one 
who  finds  that  his  factory  is  temporarily  out  of  business 
will  reach  out  and  double  his  engineering  staff,  hire  away 
some  of  his  competitors  * engineers,  if  possible,  and 
accelerate  his  own  rate  of  development  and  research  in  order 


to  get  a better  airplane  to  get  the  next  production  order. 
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I do  not  know  whether  you  think  that  works  on  airplanes  or 
not,  but  we  will  take  it  on  engines  for  the  moment.  You 
seem  to  have  specif ically  rejected  it  on  engines,  if  I under- 
stand you  right. 

MR.  BROWN;  Yes,  that  is  right. 

MR.  WARNER:  You  do  not  feel  that  it  can  be  left  to  a 
simple  competition  on  quality? 

MR.  BROWN;  No,  because  on  the  engines,  we  must  assume 
that  when  they  get  ready  to  purchase,  the  quality  is  at 
least  comparable  on  both. 

MR.  WARNER;  Comparable? 

5 MR.  BROWN;  Yes. 

MR,  WARNER;  Of  course,  that  will  be  true  if  the  ser- 
vice insists  that  it  shall  be,  if  they  put  enough  differ- 
ential pressure  on  the  man  that  is  behind  in  the  race,  they 
can  push  him  up  beside  the  leader,  force  him  to  accelerate 
his  development. 

MR.  BROWN:  I believe  this,  that  if  we  had  this  cut- thro; 
competition  such  as  it  appears  that  we  are  heading  into  at 
the  moment,  it  is  eventually  going  to  affect  the  quality 
of  the  product  that  you  are  purchasing. 

MR.  WARNER:  There  are  two  kinds  of  cut-throat  competi- 
tion. I am  trying  now  to  make  a distinction  between  them 
and  see  whether  or  not  either  one  is  desirable.  In  one 
oase  the  cutting  of  throats  is  done  on  price,  and  in  the 
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other  case  the  fellow  whose  quality  is  inferior,  regardless 
of  his  price,  is  the  one  that  gets  his  throat  cut  and  is 
out  of  business.  There  does  seem  to  be  a certain  amount  of 
opinion  in  the  industry  in  favor  of  the  seoond  procedure 
without  mitigation,  at  least  where  airplanes  are  concerned. 

as  one  airplane  manufacturer  put  it  to  me  in  conversation 

\ 

during  our  trip  around  the  country  a few  months  ago,  "I 
am  a rugged  individualist.  I am  content  to  take  my  chances 
and  get  all  the  business  if  I have  the  best  product,  and 
none  of  it  if  I have  not. 11 

I could  go  on  with  this  indefinitely,  except  to  confirm 
my  understanding,  you  are  against  that.  You  think  it  would 
work  badly  on  engines? 

MR.  BROWN:  I certainly  do. 

MR.  WARNER:  Do  you  think  it  would  be  likely  to  lead  to 

the  point  of  absolute  monopoly?  Do  you  think  there  would 

that 

be  danger,  as  it  has  been  suggested  there  might  be,  Jx.  one 
of  the  leading  engine  builders  might  gain  so  much  momentum 
that  he  would  orowd  the  others  practically  out  of  the 
field? 

MR.  BROWN:  Yes. 

MR.  WILSON:  The  results  of  that  are  cumulative,  of 
course. 

MRt  WARNER:  Of  course,  the  stronger  a company  gets, 
the  better  position  it  is  in  to  strengthen  its  own  organi- 
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MR.  WILSON;  The  point  is  that  if  reasonable  freedom  is 
available  to  the  procuring  authority  to  permit  the  play  of 
all  the  factors  that  enter  into  logistics  or  the  strategic 
aspects,  then  they  can  set  up  a wise  policy  which  will 
promote  real  competition  at  the  same  time,  not  destructive 
competition. 

MR.  WARNER;  In  practice  has  it  not  been  brought  out  it 
is  the  policy  of  the  navy  to  do  just  that  with  respect  to 
airplanes?  They  have  a design  competition,  then  they  pick 
the  best  designs,  then  a flight  competition  among  those 
and  pick  the  best  airplane,  and  they  give  an  order  for  a 
quantity  of  these  planes  to  the  builder. 

MR.  WILSON;  That  is  right. 

MR.  WARNER;  If  that  happens  to  be  the  fellow  who  has 
some  other  orders,  he  gives  the  orders  to  a sub-contractor 
or  enlarges  his  plant,  and  everybody  else  is  out  of  luck. 

MR.  WILSON;  The  only  complaint  we  have  is  that  that 
practice  which  has  produced  such  sound  results  seems  to 
have  been  thrown  into  the  discard  recently. 

MR.  WaRNER;  Is  not  that  the  practice  of  unrestricted 
competition  of  quality,  which  Mr*  Brown  said  would  work  very 
badly  on  engines? 

MR.  WILSON;  Not  necessarily,  because  the  government 
wants  to  conserve  at  least  two  sources  of  supply  in  order  to 
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have  potential  competition.  They  may  want  to  cultivate 
three  sources.  By  intelligent  procurement  the  quantities 
that  will  be  passed  around,  among  those  companies  can  be  con- 
trolled. 

I think  an  illustration  of  that  is  the  development  in 
the  early  days,  when  Wright  developed  the  200-horse  power 
Whirlwind.  Pratt  & Whitney  was  not  interested  Pratt  & 
Whitney  developed  a 400-horse  power  Wasp.  Wright  did  not 
develop  a directly  competing  engine.  Each  one  had  a compet- 
ing engine,  the  Hornet  and  the  Cyclone.  There  was  red-hot 
competition  there  which  was  reflected  back  in  the  two 
smaller  engines  in  price  and  quality.  So  there  is  enough 
business  in  each  of  these  fields  to  keep  the  company  alive, 
and  the  cream  in  it  is  represented  by  the  profit  to  the  one 
who  comes  out  on  top  in  the  competition. 

MR.  WARNER:  There  you  are  speaking  of  engines.  In  the 

case  of  airplanes  it  seems  to  be  the  case  that  because  of 

the  wide  variety  of  types  and  of  the  very  specialized  trends 

of  the  various  engineering  staffs,  there  is  no  real  danger 

of  monopoly  under  a system  of  unlimited  quality  competition; 
bhat 

as  you  will  never  have  all  the  orders  going  to  any  one 
company  if  you  adopt  the  practice  of  simply  buying  the  best 
airplanes  from  their  originator. 

MR.  WILSON:  I think  it  is  simply  impossible  for  any  one 
company  to  dominate  all  of  the  fields. 
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MR.  WARNER:  Sc  that  may  be  a reasonable  procedure  on 
airplanes  where  it  would  not  be  on  engines^ 

(Discussion  off  the  record.) 

MR.  WILSON:  We  are  willing  to  play  under  almost  any 
kind  of  reasonable  rules,  if  it  is  going  to  be  competition, 
but  we  want  to  know  what  the  rule  book  says  before  the 
ball  is  passed,  so  we  will  know  what  to  do  when  the  man 
comes.  Here  in  these  examples,  no  one  knows  what  the  rules 
of  the  game  are. 

MR.  WARNER;  It  einxuld  be  encouraging  that  the  number  of 
rule  books  is  in  process  of  reduction,  if  we  understand  it 
right,  from  two  to  one,  that  the  army  and  navy  are  seeking 
to  get  together  in  their  methods  of  procurement. 

MR.  WILSON:  I think  that  is  one  of  the  most  construct- 
ive things  I have  heard  about  it.  There  is  no  reason  why 
the  principles  should  not  be  petty  well  defined.  As  long 
as  we  have  some  rules  to  play  by,  we  are  willing  to  play, 
sink  or  swim. 

MR.  BROWN*  May  I just  take  a few  minuteB  more  of  your 
time?  I have  one  note  here.  Mr*  Walsh  here  was  at  one 
time  fiscal  officer  and  pilot  in  the  Air  Corps.  He  has 
seen  how  this  business  operates  from  the  military  side,  and 
now  he  is  in  civil  life  and  sees  how  it  works  from  this 
side.  I wonder  if  we  could  have  Mr.  Walsh  speak  to  you  for 
just  a couple  of  minutes. 
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MR.  WALSH;  I think  one  thing  that  perhaps  has  not  been 
touched  on  is  the  question  of  the  scope  of  the  engineering 
6 activities  of  the  two  services.  We  have  discussed  this  at 

some  length,  Mr.  Brown  and  Mr.  Wilson  and  myself,  and  we 
believe  that  without  question  the  two  services  should  have 
strong  engineering  staffs  which  establish  requirements  and 
directives  largely  springing  from  practical  requirements, 
and  pass  them  on  to  the  industry  as  their  objectives  in  the 
creation  and  manufacture  of  new  equipment. 

We  further  feel  that  the  engineering  staff  should  be 
sufficiently  large  and  capable  to  follow  through  material 
being  procured,  through  the  manufacturing  stage  and  all 
ramifications  of  inspection. 

Third,  of  course,  is  the  ultimate  question  of  tests, 
which  tends  to  put  anyevaluation  on  what  has  been  accomplish- 
ed by  the  procurement. 

All  three  of  thoseffinctions  seem  to  be  beyond  question 
necessary  and  proper  functions. 

On  the  other  hand,  we  feel  that  when  that  engineering 
function  1b  enlarged  to  the  point  of  creation  of  designs  on 
the  part  of  the  engineering  staffs  in  competition  with  the 
industry,  that  is  able  to  undertake  that  type  of  design-,  or 
when  the  activities  of  the  government  get  to  the  point  of 
producing  airplanes,  engines,  or  accessories  in  competition 
with  the  industry,  we  feel  that  that  is  an  unwise  extension 
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of  the  engineering  and  production  activities  of  the  two 
services. 

We  feel  that  in  so  far  as  design  is  concerned,  it  is 
absolutely  impracticable  for  a service,  which  is  the 
sponsor  for  a design  in  their  own  right,  to  eit  impartially 
as  the  judge  in  evaluating  their  own  design  in  competition 
with  designs  that  are  presented  to  them  by  outside  parties 
in  the  industry.  I think  that  that  should  be  obvious. 

We  feel  that  the  National  Aviation  Policy  should  not 
contemplate  that  sphere  of  activity. 

So  far  as  production  is  concerned,  we  do  not  feel  that 
it  is  advantageous  to  the  government,  nor  has  it  in  the  past 
been  successful,  that  they  should  enter  into  the  production 
phase  of  industry  in  competition  with  the  industry. 

MR.  HUNSAXER;  Mr.  Walsh,  do  you  feel  that  the  organ- 
ization and  physical  separation  of  experimental  personnel 
at  the  aircraft  factory,  and  the  procurement  personnel  in 
the  Bureau  of  Aeronautics,  makes  a satisfactory  separation? 
Before  you  answer  that  I am  going  to  ask,  is  there  such  a 
separation  at  Wright  field  between  those  responsible  for 
approving  and  passing  on  designs,  and  those  responsible  for 
experimenting  with  ideas  and  designs  of  their  own? 

MR.  WALSH;  There  is  a divisional  separation  between  the 
engineering  officers  who  do  have  some  developments  of  their 
own  in  competition  with  the  industry,  as  I .know,  although 
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net  a great  many,  and  between  another  division,  which  is 
the  Procurement  Division*  Physically  they  are  side  by  side 
in  the  same  building. 

MR.  HUNSAKER:  At  Wright  Field? 

MR#  WALSH;  At  Wright  Field.  As  regards  the  Navy  system- 

MR.  HUNSaKSR:  Stay  with  Wright  Field  a minute.  Is  it 
not  a fact  that  at  Wright  Field  your  designs  are  submitted 
for  approval  to  the  same  people  who  arc  also  experimenting 
with  their  own  designs? 

MR.  WALSH;  It  is  a fact,  sir,  in  connection  with  pro- 
pellers. The  Army  has  had  a controllable  pitch  propeller 
under  development  for  a long  time. 

MR.  HUNSAKER:  But  you  spoke  of  there  being  a separation 
of  organisation  between  the  procurement  people  and  the 
propeller  section. 

MR.  WALSH:  Our  contact  is  largely  with  the  engineering 
section,  keeping  them  appraised  of  all  of  our  developments 
as  they  are  the  recommending  branch  to  the  procurement 
people. 

MR.  HUNSAKER;  The  engineering  section  there  handles 
procurement  questions  in  an  advisory  capacity  to  the  procure- 
ment officer?  Do  they  accept  or  reject  your  designs  in  the 
engineering  section? 

MR.  WALSH;  Oh,  yes.  T^ey  inspect  our  designs  and  con- 
duct the  tests,  and  in  the  end  they  notify  the  procurement 
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people  as  to  whether  certain  designs  are  suitable  for  pro- 
curement* 

MR.  HUNSAKER;  Your  first  hurdle  is  the  engineering 
section? 

MR.  WALSH;  I would  say  so,  yes. 

MR,  HUNSAKER;  If  you  do  net  pass  that,  you  never  reach 
the  procurement? 

MR.  WaLSH:  No. 

MR.  HUNSAKER:  There  is  no  appeal? 

MR.  WALSH:  No.  There  are  approved  types  of  propellors. 
Unless  they  have  been  approved  for  the  service  required,  they 
are  not  procured. 

MR,  HUNSAKER:  How  does  that  differ  in  the  navy? 

MR.  WALSH;  Speaking  now  primarily  from  the  propellor 
standpoint,  there  is  only  one  officer  and  one  civilian  on 
duty  in  the  propellor  branch  in  the  Navy  Department.  Our 
relationships  with  them  have  been  most  sympathetic,  and  most 
constructive.  They  have  neve®  had  any  hesitation  in  turning 
to  us  for  advice  aa  specialists  in  connection  with  any 
navy  propellor  problems.  I presume  the  same  attitude  is 
present  with  all  other  propellor  manufacturers. 

At  Wright  Field  there  is  a very  much  larger  propellor 
section-.  I think  there  are  either  two  or  three  officers  on 
duty  with  it,  and  probably  eight  or  nine  civilians,  getting 
down  to  draftsmen.  It  has  been  a little  more  difficult  to 
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have  the  same  entire  spirit  of  cooperative  relationships 
at  Wright  Field,  possibly  due  to  the  fact  that  they  attempt 
to  go  into  things  on  their  own  at  Wright  Field,  whereas  the 
navy  is  more  content  to  turn  the  problem  over  to  the 
industry  for  solution. 

So  far  as  the  conditions  as  regards  airplanes  and 
engines  between  the  two  services,  I think  perhaps  Mr.  Brown 
and  Mr. Wilson  can  answer* 

MR.  HUNS AKER;  I would  like  to  ask  Mr.  Wilson  the  same 
sort  of  a question. 

MR.  WILSON;  I do  not  think  that  the  physical  separate 
7 ion  is  an  important  feature  in  the  matter.  I think  a clear 

knowledge  and  understanding  of  the  problem  and  clean-cut 
policies  are  the  controlling  things.  Whether  these  things 
are  located  here,  or  there,  or  elsewhere,  is  of  not  so 
much  importance. 

MR.  HUNSAKER:  As  a matter  of  fadt,  you  do  not  submit 
any  of  your  designs  to  the  naval  aircraft  factory  personnel 
for  approval? 

MR.  WILSON:  I do  think  — of  course,  this  is  a matter 
of  personal  judgment  — that  the  army  would  do  better  if 
it  had  its  procurement  engineering  staff  here  in  Washington 
near  headquarters,  so  that  you  could  come  to  one  place 
and  get  a clear-cut  answer,  as  you  ,can  in  the  Navy  Depart- 

A 

ment;  and  if  they  confined  their  testing  to  Wright  Field, 
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just  as  the  navy  confines  its  testing  to  Anacostia  and 
the  aircraft  factory,  I think  it  would  simplify  their 
problem  and  make  it  easier.  But  the  real  requirement  is  a 
matter  of  understanding  and  policy. 

MR.  RUNS AKER:  What  can  you  suggest  to  improve  matters? 
What  enunciation  of  policies  oan  do  any  good? 

MR.  WILSON;  I think  you  can  enunoiate  all  the  policies 
you  want,  but  unless  there  is  a clear  understanding  of 
doctrination  on  the  part  of  all  concerned,  there  is  really 
not  much  anyone  outside  the  organization  could  do.  I believe 
this  suggestion  that  the  Treasury  Department  outline  the 
basic  polioies  is  about  as  far  as  things  can  go.  You  can- 
not make  them  carry  out  these  things  in  detail  unless  they 
are  properly  doctrinated  and  have  the  right  idea. 

MR.  HUNSAKER;  There  seems  to  be  some  objection  on  the 
part  of  the  industry  to  submitting  ideas  for  gaskets  to 
personnel  who  have  some  ideas  on  gaskets  of  their  own. 

MR.  WILSON;  I think  that  is  fundamental.  It  is  an 
old  question,  but  if  Wright  Field  were  prevented  from  under- 
taking any  of  these  developments  in  competition  with  the 
industry,  it  would  greatly  simplify  the  problem  at  Wright 
Field. 

MR.  HUNSAKER;  From  the  Governments  jiioint  of  view  it 
is  an  impossible  thing.  In  ordinance  you  could  not  conceive 
of  an  ordinance  department  being  prohibited  by  policy  or  law 
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from  experimenting  and  making  guns  and  ammunition  and  all 
the  things  they  have  to  deal  with. 

MR*  WILSON:  It  is  not  a question  of  law.  It  is  a 
question  of  pure  administration,  as  I see  it. 

In  the  development  problem  there  are  oertain  develop- 
ments that  naturally  go  to  the  industry.  Those  are  the 
developments  in  which  there  is  a possibility  of  future 
production  that  would  be  attractive  in  the  industry.  There 
are  other  developments  that  are  totally  uninteresting  to 
the  industry.  They  might  be  those  of  pure  research,  such  as 
those  done  by  the  National  Advisory  Committee  for  Aeronautics 
or  they  might  be  those  of  the  development  of  design.  But 
it  is  purely  a matter  of  the  administrative  officers  using 
judgment  in  the  administration  of  the  problem*  having  due 
regard  for  all  the  factors.  I do  not  think  anybody  can 
legislate  anything  or  direct  anything. 

MR.  HUN 8 AKER:  Do  you  see  any  way  to  assure  getting 
more  wise  and  more  experienced  administrative  officers? 

MR.  WILSON;  It  seems  to  me  that  there  are  three  out- 
standing things  we  are  interested  in.  One  is  to  clarify 
the  procurement  situation  so  that  those  in  authority  can 
utilize  the  procurement  method  that  is  best  suited  for  the 
particular  thing  at  the  particular  time,  having  the  best 
interests  of  the  government  at  heart. 

The  second  thing  we  are  interested  in,  I believe,  from 
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the  industry ls  point  of  view,  is  the  elimination  cf  this 
arbitrary  profit  limitation.  It  is  fundamentally  wrong, 

particularly  in  connection  with  a competitive  bid,  and  it 

* 

will  introduce  problems  of  administration  that  will  be  end- 
less because  it  is  fundamentally  wrong. 

I think  the  third  thing  we  are  interested  in  from  the 
point  of  view  cf  everybody  is  the  complete  elimination  of 
government  competition  in  manufacture  with  industry.  I 
have  just  been  down  in  South  America.  I went  up  to  the 
aircraft  factory,  the  Army  aircraft  factory  at  Cordova. 

They  spent  127,000,000  in  pesoe  in  an  aircraft  factory  for 
the  army*  The  Argentine  Navy  buys  its  airoraft  from  my 
company,  and  they  have  some  good  equipment.  The  Argentine 
Army  bought  some  French  and  Italian  airplanes  a number  of 
years  ago,  and  they  do  not  have  any  modern  equipment. 
(Discussion  off  the  record.) 

MR.  BROWN;  Mr.  Lane,  may  I go  back  to  what  I said  a 
minute  ago,  that  the  only  justification  for  having  an  air- 
force, either  the  army  or  navy,  is  to  be  ready  in  times  of 
emergency.  Now,  at  such  an  emergency,  will  we  not  need 
every  able-bodied  officer  in  the  army  and  navy  to  direot 
our  army  and  navy  operations  in  the  field? 

MR.  LANE:  No. 

MR.  'BROWN;'  You  do  not  think  so? 

MR.  LANE;  No.  We  did  not  in  the  last  war.  ^uite 
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decidedly  the  contrary.  We  needed  most  of  our  able 
officers  tc  sit  at  desks  in  Washington  trying  to  get  along 
with  industry.  None  of  them  had  had  any  experience  in 
industry,  and  consequently,  we  had  a great  many  very  fool- 
ish contracts  made.  We  had  a very  difficult  time  coordin- 
ating industry  and  army  activities.  If  we  allow  our  army 
and  navy  — this  is  a theory  that  has  been  advanoed  to  me  — 
to  have  a little  practical  application  of  what  industry 
is  up  against,  perhaps,  when  the  emergency  comes  along, 
they  may  have  some  men  who  can  take  desk  jobs  and  coordinate 
industry  with  the  army  and  navy. 

MR.  WILSON;  They  can  get  all  the  practical  experience 
that  is  necessary  without  actually  going  into  the  manufact- 
ure of  things.  There  again  is  a matter  that  the  navy 
handles  very  well  right  now.  I have,  for  instanoe,  an 
inspector  at  my  place,  Lieutenant  Commander  Fellers,  one 
of  the  ablest  men  I have  ever  seen.  He  has  gotten  a very 
excellent  training  in  our  plant.  And  there  are  many  other 
inspectors  in  the  same  category.  It  is  not  necessary  to  go 
out  and  be  a specialist  in  the  art  of  manufacture  in  order 
to  be  sympathetic  and  to  be  properly  able  to  direct  develop- 
ments. Perhaps  there  are  some  of  us  here  who  have  demon- 
in 

8 strated  that  fact/that  we  had  some  responsibility  for 

development  before  any  of  us  knew  anything  about  manufactur- 
ing, and  did  a pretty  fair  job  of  it. 


'!  i-:r> 


30hh 


3901 


MR.  LaNE:  Would  it  not  be  advisable  for  national 
policy  just  to  abandon  the  investment  we  have  in  Philadel- 
phia? 

th- 

MR.  WILSON:  No.  I think /at  Philadelphia  as  it  was 
set  up  before  was  an  ideal  situation.  It  constituted  a place 
in  which  a proper  number  of  officers  could  be  trained  in 
the  manufacture  of  those  things  which  are  not  of  interest 
to  the  industry.  They  were  there  as  a threat  in  case  any- 
body got  out-of-hand  to  take  over  the  manufaeture  of  these 
things.  But  now  they  gc  to  work  and  expand  the  aircraft 
factory. 

MR.  LANE:  Does  10  per  cent  of  the  total  volume  repre- 
sent any  more  than  a threat? 

MR.  WILSON:  Oh,  yes,  it  does.  You  mean  7 per  cent  of 
the  total  volume? 

MR.  LANE:  10  per  cent  of  the  total  volume. 

MR.  WILSON:  I should  say  that  10  per  cent  of  the  total 
volume  would  not  warrant  the  expense  of  expanding  the 
factory,  when  the  country  is  full  of  extra  plant  facilities 
right  now. 

MR.  LANE:  Does  it  represent  a threat,  or  any  more  than 
a threat? 

MIR.  WILSON:  Oh,  yes,  it  has  served  its  purpose  very 
well  in  this  capacity  at  the  present  time.  In  the  case  of 
any  one  of  us,  if  the  Navy  Department  wants  to  gc  out  and 
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buy  spare  parts,  and  they  have  built  them  at  the  aircraft 
factory,  as  they  sometimes  do,  there  it  is.  It  is  a poten- 
tial threat  all  the  time.  But  to  go  to  work  and  sink  a 
large  investment  into  a thing  of  that  sort  would  be 
depriving  the  industry  of  things  which  it  needs  and  would 
set  up  an  artificial  competition  which  is  not  a real  compe- 
tition but  a destructive  competition,  and  would  be  an  un- 
economical expenditure  of  government  funds. 

MR.  LANE:  I do  not  think  I can  quite  be  convinced  on 
that  subject,  for  the  reason  I can  anticipate  when  it  is 
possible  that  the  Army  and  Navy  might  want  to  design 
completely  not  necessarily  produce,  but  design  completely 
their  own  particular  equipment,  exactly  as  they  do  battle 
ships. 

MR.  WILSON;  I do  not  know  as  there  is  much  use  to 
argue  about  it,  but  there  is  some  awfully  good  experience 
on  the  matter.  The  Naval  airoraft  factory  with  some  very 
able  men  in  it  during  my  experience  in  the  Navy  undertook 
a number  of  designs.  There  was  never  a single,  solitary 
one  of  those  that  was  satisfactory  or  successful.  In  my 
experience  the  Air  Corps  at  Wright  Field  has  undertaken  a 
number  of  designs  since  the  war.  There  has  never  been  a 
single  one  of  them  that  has  gone  into  production. 

MR.  LANE:  Over  a period  of  time  that  would  prove  it- 
self very  conclusively,  and  would  eventually  be  dropped, 
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but  I would  not  say  that  merely  because  it  has  net  happened, 
it  will  not  happen  in  the  future. 

MR.  WILSON:  It  did  not  happen  because  of  lack  of  effort 
or  lack  of  time.  It  was  undertaken  by  a lot  of  very  able 
people,  among  them*;  Gommander  Hunsakerj  some  of  the  ablest 
people  in  the  country  tried  it,  and  they  could  not  get  away 
with  it,  because  you  cannot  assemble  in  a government 
organisation  in  competition  with  industry  the  best  ability 
in  the  country  to  do  the  job.  If  you  assemble  them  there 
they  cannot  operate  under  the  same  sort  of  incentives  that 
they  do  in  industry.  The  problem  is  just  one  of  funda- 
mentals. We  can  go  to  any  country  in  the  world,  and  there 
is  not  a single  solitary  government-owned  aircraft  factory 
in  the  world  that  has  done  a decent  job,  no  matter  how  you 
figure  them.  It  might  be  all  right  in  the  manufaotmrejdf 
more  or  less  standardized  articles,,  but  in  an  industry  of 
this  kind,  that  is  advancing  by  leaps  and  bounds  so  that 
we  do  not  know  where  we  are  going  to  be  four  years. from 
now,  a thing  of  that  kind  will  not  function.  You  can  theor- 
ize on  it  all  you  want,  but  practical  experience  has  proved 
that  it  will  not.  If  you  want  to  go  out  and  prove  it  again, 
all  right. 

MR.  LANE;  You  might  say  the  same  thing  about  the  rail- 
roads. We  operated  the  railroads  during  the  war  and  did  an 
awful  job.  But  there  are  government-operated  railroads,  and 
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we  have  an  example  in  England  where  the  government  does 
operate  the  railroads  and  do  it  very  efficiently.  It  can 
be  done.  The  question  is,  is  it  advisable  to  do  it. 

MR.  WILSON:  Even  there  you  might  question  that  state- 
ment,  because  while  the  government  might  take  the  railroads 
in  England  and  operate  them,  there  has  net  been  any  rapid 
advance  in  railroads  since  anyone  oan  remember.  They  tell 
me  that  up  on  the  New  York,  New  Haven  & Hartford  there  is 
not  a locomotive  that  is  less  than  20  years  old.  Under  the 
system  under  which  it  is  operated  it  stood  still  and  died. 
Other  forms  of  transportation  are  running  away  from  it. 

You  oan  run  an  aircraft  factory  and  build  some  airplanes, 
but  they  will  be  so  far  behind  the  other  airplanes  that  are 
produced  privately  that  they  will  be  no  use.  You  have  to 
have  competitive  incentive,  you  have  to  have  some  leadership 
and  get  out  and  fight.  And  then  suddenly;'  things  happen. 
Every  day  in  the  world  we  find  that  something  that  was  impos- 
sible six  months  ago  is  right  in  front  of  us.  It  takes  the 
incentive  of  private  commercial  competition  to  get  it. 

I should  say  if  we  wanted  to  reduce  ourselves  to  Sixth 
rate,  or  something  of  that  kind,  the  quickest  way  to  do 
it  would  be  to  go  on  with  competitive  bidding,  put  a profit 
limitation  on  the  thing  and  go  into  government  manufacture. 
Those  are  the  things  that  I think  would  be  totally  destruct- 
ive in  this  country.  (Witness  excused.) 
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STATEMENT  OF  MR.  C.  L.  EGTVEDT. 

THE  CHAIRMAN;  We  have  this  brief  of  yours  here.  The 
Commission,  of  course,  will  give  it  careful  study.  I think 
it  would  be  a good  idea  for  you  to  proceed,  and  so  do  the 
ether  members  of  the  Commission,  with  your  recommendations 
on  page  6,  and  let  that  develop  your  general  attitude. 

MR.  EGTVEDT;  My  thought  was  in  submitting  this  brief 
that  I didnot  want  to  take  up  any  more  of  your  time  than 
you  desire.  I stated  in  here  that  I would  like  to  have 
you  question  me  as  to  any  points  that  you  wanted  to  bring 
out. 

THE  CHAIRMAN;  Suppose  you  just  take  up  your  recommenda- 
tions one  by  one,  and  as  you  begin  them,  one,  two,  and  three, 
and  so  forth,  there  will  be  questions  from  members  of  the 
Commission. 

MR.  EGTVEDT;  The  first  one  here  is  negotiated  contracts 
with  qualified  manufacturers  of  production  quantities,  sup- 
plemented by  either  direct  negotiation  or  open  competition 
9 on  experimental  projecto. 

MR.  HUNSAKER;  Might  I ask  on  that  what  you  would  recom- 
mend as  M qualified  manufacturers’'?  Shallwe  limit  the 
business  to  qualified  manufacturers,  and  how  can  that  be 
done? 

MR.  EGTVEDT;  The  thought  I had  in  mind  there  was  that 
the  government  would  not  have  to  be  in  a position  of  develop- 
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ing  new  aircraft  plants  and  new  manufacturing  tools  if 
the  requirement  was  made  that  the  manufacturer  with  whom 
the  contract  was  negotiated  had  previously  constructed  air- 
planes to  the  satisfaction  of  the  government. 

MR.  HUNS AKER;  Would  you  limit  negotiated  contracts  to 
those  concerns  with  whom  the  government  had  had  satisfactory 
experience? 

MR.  EGTVEDT;  Yes. 

MR.  HUNSAKER;  How  would  a new  concern  break  in? 

MR.  EGTVEDT;  Of  course,  we  still  have  commercial  avia- 
tion, and  they  could  break  in  through  the  experimental 
development  end  of  the  work  by  building  experimental  air- 
planes. 

MR.  HUNSAKER;  As  a result  of  a design  competition? 

MR.  EGTVEDT;  Yes,  as  a result  of  either  negotiated 
or  decign  competitions.  If  someone,  for  instance,  built  a 
military  airplane  and  brought  it  in  and  offered  it  for  sale 
to  the  government,  and  they  tested  it  and  found  it  superior 
and  started  to  fly  it,  and  tried  it  out  thoroughly,  and 
found  that  it  was  satisfactory,  I do  not  see  any  reason  why 
they  should  not  buy  it. 

MR.  HUNSAKER;  In  that  case  what  someone  has  called  that 
entrance  fee  has  been  paid  by  the  new  man  who  wants  to  come 
in.  He  has  built  this  airplane  at  his  own  expense’  and 


demonstrated  it  to  the  service 
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MR.  EGTVEDT:  It  might  be  looked  at  that  way.  I had 
not  thought  of  it  in  that  light. 

MR.  HUNSAKER:  It  has  been  urged  that  that  is  a very 
expensive  fee,  and  too  high. 

MR.  EGTVEDT:  It  is  no  greater  fee  than  we  experience 
right  along  at  present,  those  who  have  already  constructed 
airplanes. 

MR.  HUNSAKER:  Your  losses  on  experimental  contracts 
are  above  the  cost  of  building  an  experimental  plane? 

MR.  EGTVEDT:  Yes.  I have  some  figures  here  on  that 
point.  During  the  last  seven  years  the  cost  over  the  sale 
price  to  the  government  of  experimental  planes  — ■ this  is 
both  the  army  and  navy  — has  amounted  to  $731,943,51  in 
our  company. 

MR.  WARNER:  That  is  over  and  above  what  you  received? 

MR.  EGTVEDT:  Over  what  we  reoeived  for  itfwhen  we  sold 
it. 

MR.HUNSAKER:  That  is  the  price  of  staying  in  business. 

MR.  EGTVEDT:  Yes.  By  the  way,  in  connection  with  that, 
the  navy  end  of  that  was  $385.921. 74>  and  as  a matter  of 
interest,  in  analyzing  what  effect  the  Vinson  Act  would  have 
upon  our  aircraft  work  and  the  desirability  of  bidding  on 
contracts  under  that  Act,  we  took  all  our  business  from  the 
beginning  of  our  company  until  the  present  time,  and  we 
applied  the  business  of  the  Vinson  Act  to  that  business,  and 
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the  result  was  that  out  of  $8,034,598  worth  of  business, 
our  profits  would  have  been  $360,000,  or  about  $35,000  less 
than  what  we  spent  in  the  last  seven  years  on  experimental 
beyond  what  we  received. 

MR.  HUNSAKER:  Your  net  profit  would  have  been  zero  if 
you  got  10  per  cent  of  production  orders? 

MR.  EGTVEDT:  No.  That  is  just  a comparative  figure  of 
those  two.  We  have  absorbed  this  cost  in  the  other  figures. 
I do  not  want  to  mislead  you  on  that.  But  the  amount  that 
we  spent  on  experimental  work  over  that  time  is  a figure 
which  is  larger  than  the  gross  profit  of  production  and 
experimental  work  over  that  period. 

MR.  HUNSAKER:  I think  I have  missed  the  point.  What  is 
the  point  you  make  from  that  comparison  of  numbers? 

MR.  EGTVEDT:  What  I was  trying  to  bring  out  wa6  that 
the  gamble  that  we  are  taking  on  this  experimental  work  is 
so  great  as  against  the  possible  earnings  that  we  can  make 
under  this  Act  that  the  incentive  to  bid  under  that  Act  is 
not  very  great,  as  you  can  see. 

MR.  HUNSAKER:  You  would  have  made  about  3 per  cent. 

MR.  EGTVEDT:  Yes. 

MR.  HUNSAKER:  You  said  about  $8,000,000  worth  of  busi- 
ness, and  profits  of  some  $300,000. 

MR.  EGTVEDT:  Yes.  Of  course,  at  that  time  we  did  not 
try  to  figure  — of  course,  we  cannot  in  any  case  figure  on 
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any  definite  profit  on  this  work.  We  should  say  we  figured 
30  per  cent  profit  on  one  order  and  we  should  say  we  would 
cut  it  down  to  10  on  another  one,  on  our  original  figures. 
But  it  really  does  not  mean  anything  in  the  long-run, 
because  it  all  depends  on  what  other  business  we  get.  Our 
overhead  will  fluctuate  with  the  amount  of  labor  we  have 
in  the  plant.  If  we  are  lucky  and  get  a large  dimmer cial 
order,  our  overhead  might,  say,  run  in  the  neighborhood 
of  60  per  cent,  or  a little  less.  If  the  books  are  audited 
at  that  time  on  a government  contract  that  is  in  procedure 
at  that  time,  what  we  figure  originally  would  not  be  the 
result  that  would  be  obtained,  because  we  would  no  doubt 
have  estimated  our  overhead  on  a basis  higher  than  that, 
because  we  did  not  anticipate  that  amount  of  business. 

As  a result,  there  will  be  a return  tc  the  government  in 
case  we  made  more  than  10  per  cent  at  that  time,  due  to  the 
other  business  that  we  had  put  into  the  plant. 

On  the  ether  hand,  if  we  had  estimated, say  we  had  taken 
an  average  overhead  that  we  have  had  over  our  total  amount 
of  business  for  a period  of  years,  and  use  that  average 
overhead  in  figuring,  and  then  find  that  we  have  not  been 
able  to  keep  an  average  amount  of  work  in  the  plant,  the 
overhead  will  run  above  in  that  case,  and  naturally,  we 
lose. 


So  that  after  all,  as  far  as  I could  tell  from  my  past 
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experience,  in  trying  to  bid  on  government  wcrk  of  any  kind 
we  have  tried  to  bid  in  such  a way  that  we  could  hope  that 
we  could  make  a profit  out  of  it,  but  we  never  were  assured 
that  we  would  at  any  time.  I do  not  think  that  that  is 
anything  we  could  be  assured  of.  That  is  not  tho  point. 

But  there  are  just  too  many  variables,  many  of  which  I have 
listed  in  this  thing,  that  we  are  up  against  in  trying 
to  figure  what  the  price  should  be,  and  we  never  know. 

MR.  HUNSAKER;  Return  to  your  recommendation  No.  1, 
negotiated  contracts  with  qualified  manufacturers.  I take 
it  that  your  recommendation  is  that  qualified  manufacturers 
are  those  with  whom  the  government  has  had  satisfactory 
experience? 

MR.  EGTVEDT;  Yes. 

MR.  HUNSAKER;  And  that  new  ones  will  come  in  by  way  cf 
experimental  contracts  or  design  competitions  in  some  manner? 

MR.  EGTVEDT;  Yes.  I do  not  feel  necessarily  that  any 
such  approved  list  that  might  be  set  up  would  necessarily 
stay  that  way.  In  other  words,  if  the  company  I represent 
should  not  give  satisfactory  results,  I do  not  feel  that  they 
can  stay  on  the  approved  list.  In  other  words,  it  can  be 
cut  down  as  well  as  built  up, 

MR.  HUNSAKER;  You  would  not  have  any  administrative 
officer  given  the  power  tc  scratch  a name  off  the  list  at 
his  discretion,  would  you? 
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MR.  EGTVEDT:  I do  not  think  sc.  That  is  all  a question 

of  fair  dealing,  and  I feel  that  we  are  all  toe  human  and 
can  make  too  many  mistakes  to  necessarily  allow  any  one  per- 
son to  govern  anything  of  that  kind. 

MR.  HUNSAKER:  How  would  you  stabilize  the  industry? 

By  that  I mean  preventing  the  rapid  addition  of  new  concerns 

with  no  overhead,  and  the  rapid  failure  of  old  concerns  of 

you  might 

high  overhead?  Under  this  scheme  / have  a fairly  continuous 
turnover. 

MR.  EGTVEDT:  That  is  true.  I do  feel  some  thought 

ought  to  be  given  to  the  question  of  whether  the  government 

want s to  build  up  additional  plants  or  net,  whether  they  can 

the 

afford  to  spend  money  in/building  up  of  plants.  Of  course, 
they  do  net  have  to.  The  public  pays  for  it  sometimes  where 
they  can  issue  stock  and  collect  the  money  that  way.  But  I 
feel  that  eventually  the  government  has  to  pay  for  it, 
because  the  people  who  put  their  money  in  expect  to  get  some- 
thing out  of  this.  But  I would  not  necessarily  feel  that  it 
was  necessary  to  give  a production  order  to  an  experimental 
builder  if  some  other  satisfactory  means  could  be  arranged 
to  protect  his  interests  and  still  allow  the  planes  to  be 

John.  built  in  one  of  the  other  plants. 
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MR.  HUNSAKER.  If  the  man  who  has  built  a satisfactory 
experimental  plane  wanted  to  build  16  more,  it  would  be 

pretty  difficult  to  bar  him  from  offering  to  do  it? 


MR.  EGTVEDT.  Yes. 

MR.  HUNSAKER.  Do  you  see  any  way  he  can  be  prevented 


legally? 

MR.  EGTVEDT.  No,  I really  do  not.  If  the  Government 
can  be  assured  in  building  in  production  that  he  can  give 
them  interchangeability  of  features  with  satisfactory  main- 
tenance and  service,  once  they  are  in  the  service,  so  that 
it  does  not  cost  them  more  In  the  long  run  to  deal 

with  him  than  it  does  to  deal  with  somebody  else  who  has 
established  a set-up  for  the  manufacture  of  service  planes* — * 
if  he  could  provide  that,  then,  of  course,  I do  not  see 
any  reason  why  he  should  not  get  them. 

MR.  HUNSAKER.  Do  you  not  think  in  a practical  case 
a smaller  builder  can  always  arrange  by  subcontracting 
landing  gears,  wings,  and  so  forth,  can  always  bring  to- 
gether a dozen  or  two  planes  at  probably  a lower  price  than 
your  firm  can  do  it? 

MR.  EGTVEDT.  He  would  have  an  advantage;  as  to  whether 
the  results  would  prove  that  he  could  do  it,  that  would 
be  another  question.  I suppose,  looking  at  it  from  a 
national  defense  angle,  the  established  factories  everywhere 
should  be  kept  in  such  healthy  condition  that  they  were  in 
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a position  at  any  tin®  to  go  ahead  with  production  in 
quantity, 

MR,  HUNS AKER.  Do  you  believe  that  an  established 
plant  should  be  kept  in  fairly  healthy  condition  by  means 
of  spreading  the  work  through  negotiated  contract  cytegard- 
less  of  competition? 

MR,  EGTVEDT.  You  mean  you  have  competition  along  with 

it? 

MR.  HUNS AKER.  I was  a little  doubtful,  if  you  have 
two  sources  of  supply,  and  one  of  them  has  the  best  machine 
if  there  is  not  a tendency  to  place  the  next  production 
order  with  the  best  man,  leaving  the  other  fellow  practical 
ly  empty. 

MR.  EGTVEDT.  Of  course,  I do  not  feel  that  in  a 
case  like  that  they  should  be  made  equal  because  he  would 
soon  lose  his  incentive  to  build  his  airplane.  I feel  that 
if  there  is  a division  made,  the  one  showing  the  least 
progress  should  have  the  least  benefit  from  it,  so  t hat  the 
other  party  would  have  the  tendency  to  bid  on  the  next 
one,  in  original  competition,  on  whatever  bid  was  called 
for  on  the  original  negotiated  contract  price,  or  on  what- 
ever change  is  called  for. 

MR.  HUNSAKER.  But  you  feel  there  is  some  responsibil- 
ity upon  the  procurement  authority  to  keep  alive,  to  some 
minimum  degree,  a firm  with  a previously  good  reputation? 
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MR.  EGTVEDT.  Unless  they  fell  down  badly. 

MR.  HUNS AKER.  Let  us  presume  they  do  fall  down. 

They  can  now  and  then. 

MR.  EGTVEDT.  Yes,  sir. 

MR.  HUNS AKER.  What  would  he  the  penalty  for  failure? 

MR.  EGTVEDT.  That  is  a hard  question,  because  when 

looking  at  it  from  a national  defense  angle,  it  presents  one 
picture.  I think  from  the  standpoint  of  best  design,  they 
ought  to  be  out  of  it.  That  is  my  frank  opinion.  But  from 
the  standpoint  of  having  established  this  plant,  as  far  as 
real  value  to  the  Government  is  concerned,  and  of  having  to 
establish  another  cne,  how  you  can  take  care  of  that  I can 
see  is  very  much  of  a problem. 

MR.  WARNER.  Mr.  Egtvedt,  it  has  been  suggested  t o us 
in  that  connection  that  when  we  speak  of  a p3ant  in  the  air- 
craft business,  it  would  not  be  engines,  perhaps,  or  various 
accessories,  but  in  the  manufacture  of  aircraft  what  we 
are  really  talking  afcout  is  an  organization,  a group  of 
people  of  specialised  experience  and  specialized  qualifica- 
tions. 

MR.  EGTVEDT.  That  is  really  the  most  imp cc  tant. 

MR.  WARNER.  If,  as  Dr.  Hunsaker  suggests,  a particular 
company  falls  down  and  ceaeSs  to  produce  such  high  quality 
aircraft  to  justify  quantity  orders,  that  is  evidence  that 
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the  company  is  not  worth  preserving  and  the  plant  is  prec- 
tically  an  empty  shell,  of  brick  and  mortar,  which  is  no 
better  than  any  other  disused  plant  around  the  country 
and  is  a plant  that  provides  no  sufficient  virtue  justify- 
ing keeping  it  in  business,  unless  its  organization  is 
fully  a3.ert,  and  uses  initiative  and  the  like. 

Before  making  a comment  on  that,  X want  to  give  you 
another  observation  which  we  hea£  of£e&:  ,rThat  is  very 
good,  but  that  lays  undue  stress  on  design  or  engineering, 
and  makes  it  sound  as  though  engineering  capacity  and 
not  quality  which  those.'  engineers  developed  from  products 
is  the  important  matter.  There  maybe  organizations  which 
for  one  reason  or  another,  have  temporarily  or  permanently 
lost  the  capacity  to  produce  any  designs  of  notable  merit, 
which  may  require  a general  overhauling  in  their  engineer- 
ing division,  but  which  are  still  notably  qualified  for 
prompt  and  economically  feasible  production  of  articles 
from  any  design  which  may  be  furnished  them  in  adequately 
complete  form.” 

Certain  arguments  are  made  for  the  treatment  of  de- 
sign and  production  as  more  or  less  independent.  In  cer- 
tain European  countries,  particularly  in  France,  there 
appears  to  be  an  experimental  industry.  There  are  vari- 
ous manufacturers  who  never  seek  a production  order,  and 


• : . . ‘ i.  \‘j.  ; i l ' i > " 


j^i 


. ■ 


-yrj  Z ' j 

" . ;-r  ; 


■ 


' Pl.i  *0S  f • 


r\ 


‘.V; 


•••  ■: 


I ■ i t'&di  0 1 idr. 

*:qv  3Yf  u o + ■ r-r-  T t- 

*5  £ i i o i:  d*je  si  £ asg  to  a 

V T o V . ; 7.  -\i  . 5 7; ....  '? 

' ’ ' ' ' 


f • • / •• « 

V: X (Ji.f  ay.  .. i sni 


3 a {.  !.IY? 

jrov 


rj  &•  sw  1 


g ; 

- ? 


■;  •.  * ■ a j.  / ..  {i  . : ...  r **  •; 

■ * .3..,  -'•••  • " 7 • •»  ' 

■ .. ..  ■ 

v/Si  .i'll-  yj,’.:  ;.  TO  fi'k , U-;  ; £•  " 

'■  .•  ' ... 


;.!  a iHfcsCi  o JJ  :■  > ;i  x © T u 7;  e 8 

y- j n. W : 't o : , . v -x e 7 ■. / . <3  i j ■. ' ' os 

■'  V v.  .Jii.lT 

....  "7  ” V.-v ' 

■■  >8  • K ■ 

TC'  .i  *.  . •,•  . , 

:)■  Oiii  • ■ 

* X ■ 'T  i •'  f ■ y , ' . . <•  , ■ ....  . ..  , 

' T I©  10  ' 0 1 

r 

rl 


; ■?  ' • . 


■ : : 0 J ‘ • l 

i li  ’ " \ ii  v ■ ” d . 

: ■ • ■:  ’•  \\  • 

. . >lai 


■ i.  > : /" 


' ;.  ■ '•  ■ 


...I 


y 


• wj  T ' - T 


j>  7 :>  f[i,  t (■  -a  - J.  :f  e.d  M T o 

;•  : ii  j.  r-TB  'Tv  xti  .£  .t 

© 7 0 ri  it  » 0 o n j-3  ’X  ^ 

■ ■ eg  ■'  X€  ■ ' ■ - ..  . ■ . { i : EJ8©< 


• ■ -3cr  Z'?-y,.jnn 

.>  '''V  .,'T  : ' 

s:  r s ^ 

* * ■ " i.i ; 

, . :.  v: oi  •,  : T'v  >.r  .;iv;  ’ tt  - .".  , ’/ 


&5 

3916 

would  not  know  what  to  do  with  one  if  they  got  it,  but 
who  conduct  development  work,  and  they  are  paid  for  it  at 
more  than  the  actual  cost  of  doing  it,  for  producing  a 
successful  airplane.  They  are  assured  if  they  get  an 
experimental  contract  that  they  will  be  paid  that  way,  and 
if  the  goods  are  good  enough  in  their  plant,  and  the  prod- 
uct gets  passed  on,  then  they  get  units  of  big  production 
to  put  into  quantity  manufacture. 

That  is  not  exactly  a question,  but  I set  forth  these 
various  hypotheses  to  see  what  that  suggests  to  your  mind. 

MR.  EGTVEDT.  I think  that  that  is  perfectly  true, 
that  a plant  can  produce  perfectly  good  airplanes,  even 
though  their  designers  may  have  become  barren  of  ideas 
for  a period  of  time. 

MR.  WARMER.  On  the  other  hand,  of  course,  it  has  al- 
ways b@©n  the  argument  of  the  industry  in  this  country, 
that  the  right  to  that  design  andproduction  should  be  so 
intimately  connected  that  they  cannot  be  separated  and 
that  there  should  be  no  place  for  the  purely  production 
plant,  which  keeps  no  engineering  organization  and  makes 
no  pretense  of  making  designs. 

MR.  EOTVEDT.  I think  there  is  a connection  there  with 
us,  in  our  case,  and  that  unless  the  design  work  is  tied 
in  with  production  work,  you  are  not  going  to  have  airplanes 
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that  can  be  produced  at  the  beet  cost  to  the  purchaser, 
there 

I feel  that  /has  to  be  a coordination  of  thought  between 
the  production  element  and  the  engineering  element.  If  that 
has  been  done  from  one  point  to  the  other,  then  of  course 
it  could  be  produced  in  the  factory  satisfactorily,  and  at 
a reasonable  price.  But  I doubt  very  much  that  if  it  were 
entirely  separated,  if  we  had  nothing  but  experimental 
development  plants  with  no  production  — 

MR.  WARNER.  And  production  plants  with  no  experimental 

work? 

MR.  EGTVEDT.  And  production  plants  with  no  experimen- 
tal work,  that  we  would  get  further  away,  as  time  went  on. 

MR.  WARNER.  Do  you  think  that  an  engineering  organiza- 
tion is  necessary,  and  that  even  though  by  a limited  means 
of  performance,  it  being  a secondary  organization,  that  it 
is  still  playing  a useful  part  in  the  development  of  the 
machine  through  its  production  stages? 

MR.  EGTVEDT.  Yes,  sir.  There  is  a very  definite  re- 
quirement, which  the  engineers  require  at  times,  and  it 
takes  a long  time  for  them  to  get  it,  from  my  experience, 
and  that  you  must  get  that  as  much  as  possible,  and  it  can 
be  duplicated  as  readily  as  possible,  without  making  errors 
and  mistakes,  ft  is  pretty  hard  to  get  it  unless  you  have 
almost  continual  work  on  the  thing  to  avoid  getting  into 
complicated  designs.  From  my  experience,  it  i s easier  to 


make  a complicated  design  in  engineering,  and  you  c an 
make  it  lighter  usually,  ordinarily,  than  what  the  shops 
can  handle,  if  you  just  do  it  from  a theoretical  engineer- 
ing standpoint,  the  design, rather  than  from  the  standpoint 
of  how  it  has  to  be  built. 

MR. WARNER.  In  quantity? 

MR.  EGTVEDT.  Yes,  sir. 

MR.  WARNER.  There  seems  to  be  some  evidence  that  that 
has  been  the  outcome  in  France. 

MR.  EGTVEDT.  Yes,  sir. 

MR.  WARNER.  That  they  have  had  a somewhat  complex 
type  of  structure  in  some  cases,  as  a result  of  the  origin- 
ator not  having  the  responsibility  for  production. 

MR.  EGTVEDT.  Yes,  sir. 

MR.  WARNER.  In  talking  to  one  of  your  friendly  rivals 
in  this  business,  upon  an  occasion  of  a few  months  ago, 
he  said:  "I  am  a rugged  individualist  and  I am  perfectly 
willing  to  lake  chances  and  get  business,  if  I have  the 
best  airoraft,  and  not  otherwise.” 

So  that  he  advocated,  as  I have  known  others  to  ad- 
vocate, the  practically  unrestricted  competition  on  quali- 
ty, with  all  the  business  going  to  the  best  people,  the 
people  having  the  airplanes  which  were  best  at  a given 
time.  I take  it  that  you  think  that  is  too  severe,  that 
there  must  be  a blending  of  search  for  the  best  airoraft, 
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with  tie  independent  company,  taking  t he  organizations  to- 
gether, in  t he  expectation  that  they  will  get  up  on  it 
later,  if  they  are  not  there  now. 

MR.  E1TVEDT.  That  is  the  way  I look  at  it  as  a citi- 
zen of  the  United  States.  I think,  representing  the  com- 
pany which  has  been  reasonably  successful,  I would  be  willing 
to  take  ray  chances,  as  the  other  fellow  would,  but  I do  not 
think  it  is  a rounded  policy.  I think  some  consideration 
other  than  that  obtains  and  you  have  to  have  protection, 
having  organized  capacity  available,  and  some  consideration 
must  be  given  to  that. 

MR*  WARNER.  Mr.  Egtvedt,  we  have  been  discussing 
among  our selves  up  here  our  schedule  for  tomorrow,  and  trying 
to  find  out  what  would  oausc  the  least  inconvenience  all 
around.  One  member  of  the  Commission  has  had  to  leave, 
and  could  you  get  in  touch  with  us,  by  telephone,  between 
11:30  and  12  o'clock  tomorrow?  Mr.  S.  S.  Bradley  is  going 
to  be  here,  and  we  do  not  know  how  long  the  legal  questions 
will  take,  or  how  soon  we  will  be  through, whether  before 
lunch  or  whether  wc  ought  to  come  back  in  the  afternoon. 

THE  CHAIRMAN.  Either  telephone  or  drop  by. 

MR, EGTVEDT.  Yes,  sir. 

(Thereupon,  at  4:45  o 'clock  p.ra.,  an  adjournment 
was  taken  until  tomorrow  morning  at  9:30.) 
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PROCEEDINGS 
STATEMENT  CF  MR.  WILLIAM  F.  CENTNER, 

PRESIDENT,  AIR  RESERVE  ASSOCIATION  OF 
THE  UNITED  STATES. 

MR.  CENTNER.  I am  Mr.  Centner,  the  President  of  the 
Air  Reserve  Association  of  the  United  States.  On  behalf 
of  this  organization,  I beg  leave  to  present  this  brief, 
suggesting  to  your  Commission  some  of  the  specific  needs 
of  the  Air  Reserve.  In  submitting  this  information,  I 
wish  to  explain  that  our  association  is  an  organization 
of  Air  Reservists,  representing  the  nine  corps  area  de- 
partments of  the  Army  and  banded  together  for  the  pur- 
pose of  "supporting  and  assisting  in  the  development  and 
maintenance  of  an  adequate  air  reserve  force  for  the 
United  States." 

The  views  presented  herein  were  unanimously  approved 
at  the  meeting  of  the  National  Council  of  the  Association 
in  Columbus,  Ohio,  October  12th  and  13th,  1934. 

In  the  final  report  of  the  Baker  Committee,  filed 
July  18,  1934,  on  the  subject  of  Reserve  Aviation,  your 
attention  is  directed  to  the  following  findings  on  page 
58  thereof: 

"It  appears  from  testimony  offered  before  this  com- 
mittee that  conditions  for  the  training  of  reserve  avia- 
tors not  on  extended  active  duty  are  not  highly  satisfactory. 
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- "it  ie  apparent  that  there  is  a lack,  of  equipment 
of  the  later  service  types  for  their  use;  that  there  is 
some  lack  of  proper  equipment  of  any  kind,  including 
planes,  instruments  and  other  accessories;  that  the  dis- 
tribution of  equipment  is  such  that  it  does  not  provide 
accessibility  for  training  purposes  to  considerable  num- 
bers of  reserve  officers;  that  flying  time  is  insufficient 
even  for  minimum  requirements;  that  allowance  or  travel 

and  other  items  of  active  duty  are  so  meager  that  consid- 
erable hardship  ie  imposed  upon  those  who  can  ill  afford 
to  meet  the  expenses  incident  to  active  service  out  of 
their  own  pockets. 

"The  committee  believes  that  the  reserve  component 
is  an  essential  element  of  our  national  defense  system*" 

In  commenting  on  these  findings,  permit  us  to  review 
the  arguments,  all  of  factual  character,  presented  by 
this  Association  before  the  Baker  Committee,  which  contrib 
uted  to  the  foregoing  conclusions.  We  desire  to  present 
these  matters  in  the  order  of  their  relative  importance, 
as  we  see  the  picture: 

Item  "A":  Value  of  the  Reserve  Component;  in  the 
Scheme  of  National  Defense: 

The  Air  Reserve  must  be  regarded  as  the  Ration’s 


First  Line  of  Defense  in  event  of  national  emergency,  be- 
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cause 

Our  regular  army  air  force  has  less  than  1000  pilots, 
all  of  whom  would  he  utilized  in  event  of  mobilization, 
for  indispensible  duties  other  than  combat  flying  with 

tactical  squadrons. 

National  Guard  squadrons  cannot  be  regarded  as  units 

of  the  Air  Force  because  they  are  all  observation  squad- 
rons and  none  are  equipped  with  or  trained  for  pursuit, 
attack  or  bombardment  aviation. 

Pilots  of  established  airlines  cannot  be  regarded  as 
Military  Reservists  since  their  duties  as  airline  pilots 
would  continue  in  event  of  war. 

The  private  pilots  of  the  nation  would  require  ex- 
tended periods  of  training  and  instruction  in  miliary 
aeronautics  to  qualify  for  tactical  operations. 

The  necessity  of  assigning  138  Air  Reserve  Pilots  to 
air  mail  duty  last  winter  substantiates  the  argument  that 
Reservists  will  constitute  the  bulk  of  our  fighting 
pilots  whenever  mobilization  is  ordered. 

ITEM  WBM;  Reserve  Flying  Time  is  Insufficient  for 

Even  Minimum  Requirements. 

There  are  approximately  1500  Group  1 pilots  in  the 
reserve,  embracing  those  whose  degree  of  proficiency  is 
such  as  to  justify  their  immediate  assignment  to  a tactical 


£ p o£ 


. 


;*  . ' f ••  . . 


s . ■ - ■ ' 1 ■ 1 - 


A..'"  .A;  ’ . '■  “ f;."  'A  A -A  ‘ 'S  - 


ii $ z .r\£ij:x  ~ 1 

..  - 


' 


' 


: ■ ‘t  ’ 


r.jjgj.  jbsJb'XSig© i sc  83 -i'  .C  xi;B  .Of-,'n v y- : 


'%  ’’  ' : ' ' ' 

1 . ■ ' ■ 

8©  10  '8 

^ ; 

“ ' : ''  ' ■ 

'■  ; x,  A 'A  ' ' ;;;I  ii 

it  ' i ' ■ ' 1 ' 

; !;/ 

! ‘ • 

'•  ‘ V ' 

" ' ' 1 

’ nobio  ajr  ' ti  « ’ ; ■ ' 

' 

• ■ yt  ‘ ■ : ■ • 

. ; V- A ; -.A  ' r':;  v::A:  i ' ■ > ' • ;A  tl  ■ 


•7.'A;  rr  •: 


t s;i  i- 


ft 


o UA-w  i* 
AA  O.'V 


3925 


unit  upon  occasion  of  an  emergency* 

Only  12,500  flying  hours  were  allotted  f or  these 
pilots  during  the  fiscal  year  1934. 

This  is  an  average  of  less  than  nine  hours  per  year 
or  45  minutes  per  month  per  pilot. 

In  no  event  was  any  reserve  pilot  allowed  more  than 
two  hours  per  month  for  the  year  mentioned. 

National  Guard  pilots,  who  cannot  be  regarded  as  part 
of  the  air  combat  force,  are  allowed  approximately  105 
hours  per  year,  according  to  the  Baker  report,  and  are 
paid  for  the  flying  duty  they  perform. 

The  meager  flying  privileges  and  facilities  accorded 
the  Air  Reserve  precludes  the  possibility  of  most  needed 
unit  training  or  any  comprehensive  schedule  of  individu- 
al training. 

Reserve  pilotsreoeive  no  pay  for  their  inactive 
flying  training. 

We  believe  that  provisions  should  be  made  to  pay  at 
least  the  travel  expenses  of  reserve  pilots  who  must  re- 
port to  fields  distant  from  their  homes  to  participate  in 
reserve  training  operations. 

New  types  of  military  planes,  as  developed  and  in- 
troduced to  the  servide,  should  be  made  available  to  the 
Reserves  for  the  evident n reason  of  keeping  them  abreast 
of  the  times  and  preserving  their  flying  efficiency  and 
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usefulness. 

Item  "0”;  Air  Reserve  Lacks  Equipment,  Especially 
Latest  Service  Developments. 

Reserve  squadrons  axe  furnished  reconditioned  ships 
which  have  been  discarded  by  the  regular  army  Air  Corps 
units  after  extended  periods  of  service. 

These  planes,  in  many  instances,  lack  instruments, 
lights  and  other  adequate  accessories. 

Appropriations  for  reserve  flying  during  the  fiscal 
year  1934  amounted  to  $897,322.00,  permitting  only  12,500 
hours  of  flying  at  a cost  of  #72.00  per  hour. 

We  believe  that  for  an  outlay  of  $72.00  per  hour, 
reserve  pilots  should  be  provided  more  modern  flying 
equipment. 

Suitable  planes  for  cross  country  and  other  similar 
training  purposes  can  be  provided,  as  recommended  by  the 
Baker  Committee,  through  the  use  of  readily  available  com- 
mercial types  of  aircraft. 

Rational  Guard  squadrons  are  generally  equipped  with 
new  planes  of  latest  design. 

Item  ,!D,! : The  Air  Reserve  Association  recommends  pro- 
visions b©  made  for  hospitalization  and  indemnity  to  Re- 
serve pilots  and  their  dependents,  as  allowed  to  officers 
in  the  regular  service,  in  cases/6f  injury  or  death  incurred 
in  line  of  duty,  whether  on  active  or  inactive  status. 
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Item  “E" : Legislative  Action  Recommended. 

The  attached  “Statement  of  Reasons  for  a Separate  Air 
Force”,  prepared  by  the  officers  of  the  Fifth  Corps  Area 
Department  of  this  Association  i s typical  of  the  reports 
from  each  of  our  nine  Corps  Area  departments,  indicating 
an  overwhelming  sentiment  that  the  air  defense  of  the 
Nation  should  be  set  up  as  a separate  entity,  divorced 
from  but  co-equal  with  the  land  and  sea  forces.  We  invite 
your  careful  attention  to  and  consideration  of  this  docu- 
ment, which  we  think  very  logically  analyzes  and  answers 
this  much  disputed  question. 

Our  belief  in  this  matter  is  predicated  on  the  fact 
that  aeronautics  functions  in  a different  element  of  the 
universe  - the  air  - and  therefore  requires  and  is  en- 
titled to  separate  control,  but  coordinated  with  the 
functions  of  the  land  and  se  forces,  both  in  times  of 
peace  and  emergency,  through  a geheral,  high  command,  cen- 
tralized in  one  Secretary  of  National  Defense. 

This  contention  is,  we  believe,  in  accord  with  and 
merely  an  extension  of  that  portion  of  the  findings  of 
the  Baker  Committee,  where  recognition  is  given  t he  ncessi- 
ty  of  designating  command  to  that  branch  of  the  National 
Defense,  in  the  theater  of  operations,  whose  interest  is 
paramount. 


This  tenet  is  the  honest  belief  and  ultimate  desire 
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of  the  Association,  which  may  not  coincide  with  the 
school  of  thought  of  those  who  still  cling  to  the  earth; 

But  the  rising  generation,  fired  by  the  remarkable  achieve- 
ments which  military  and  commercial  aeronautics  have 
chalked  up  during  the  past  twenty  years,  is  demanding 
recognition  and  will  bring  this  about  eventually.  Mean- 
while, as  we  endeavor  to  establish  this  thought,  we  ask 
your  liberal  consideration  of  the  possibilities  of  air 
power  and  r equest  that  you  give  it  a proper  place  in  the 
sun,  commensurate  with  its  evident  value. 

The  Association,  in  accord  with  Major  Doolittle^ 
minority  report,  asks  that,  if  complete  separation  cannot 
be  effected  at  this  time,  legislation  be  enacted  calling 
for 

A separate  budget  and  a separate  promotibn  list  for 
the  Air  Corps  and  the  Air  Corps  Reserve,  for  the  reasons 
stated  in  the  addenda  hereto. 

Membership  on  the  General  Staff  of  an  Air  Reserve 
Officer  of  appropriate  rank  and  the  usual  requirements  for 
staff  duty  be  waived  for  a sufficient  number  of  years  to 
permit  the  training  of  an  Air  Corps  Reservist  for  such 
duties  in  line  with  General  Staff  Corps  standards. 

Sufficient  appropriations  to  permit  the  assignment 
to  active  duty  for  one  year  periods  of  Air  Reserve  Officers 
of  appropriate  rank  and  experience  for  duty  in  the  office 
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of  the  Chief  of  Air  Corps  and  in  each  Corps  Area  Head- 
quarters, to  protect  and  develop  the  interests  of  re- 
serve aviation. 

A definite  plan  and  policy  for  unit  training  of  the 
air  reserve.  We  believe  that  such  action  is  immediately 
necessary  to  bring  the  air  reserve  to  a standard  of  ef- 
ficiency adequate  for  emergency  duty  or  general  mobiliza^- 
tion. 

In  accord  with  the  Baker  report,  we  recommend  legis- 
lation appropriating  funds  for  the  purchase  of  low  cost, 
commercial  aircraft  for  training  purposes. 

We  believe  that  such  equipment  will  have  the  same 
practical  value  for  routine  training  as  the  more  expen- 
sive types,  at  the  same  time  providing  the  means  for  ex- 
tending the  field  and  effectiveness  of  the  entire  air 
reserve  movement  to  a larger  portion  of  the  population  of 
the  United  States. 

We  finally  recommend  the  re-creation  of  the  post 
of  Assistant  Secretary  of  War  for  Aeronautics,  believing 
that  the  vast  potentialities  and  significance  of  the 
Air  Corps  demand  and  deserve  more  direct  Cabinet  represen- 
tation. 

In  presenting  the  above  views  and  the  attached 
addenda  on  the  immediate,  specific  needs  of  the  Air  Re- 
serve, I wish  to  stress  the  fact  that  the  Air  Reserve 
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Association  of  the  United  States  is  prompted  only  by  an 
unselfish,  high  purpose  to  assist  and  promote  the  Nation- 
al Defense  in  this  new  sphere  of  military  aeronautics, 
which  we  think  is  of  paramount  interest  and  concern  to 
all  Americans, 

THE  CHAIRMAN.  Thank  you  very  much. 

You  will  leave  that  as  a matter  of  record? 

MR.  CENTNER.  Yes. 

MR.  WARNER.  Mr.  Centner,  how  many  members  has^the 
Association? 

MR.  CENTNER.  The  Association  at  the  present  time 
has  approximately  300  members. 

MR.  WARNER.  Are  most  of  them  present  Group  1 pilots 
or  former  war  time  pilots? 

MR.  CENTNER.  They  are  present  Group  1 pilots. 

MR.  WARNER.  How  large  a group  do  you  intend  your 
recommendations  to  cover?  You  suggested  a substantial 
amount  of  added  time,  traveling  expenses,  the  provision 
of  modern  service  equipment,  and  so  forth.  Do  you  intend 
all  that  to  be  done  for  the  thousand  odd  officers  now  in 
Group  1 or  for  all  officers  now  attached  to  the  Reserve, 
or  what? 

MR.  CENTNER.  At  the  present  time  there  are  approxi- 
mately 1500  Group  1 Reserve  pilots;  of  that  number  they 
are  not  all  extremely  active. 
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ME,  WARNER.  They  might  become  so  if  the  activity 
were  brought  to  their  front  door? 

MR;  CENTNER.  They  might,  yes.  The  situation  at  the 
time  is  such  that  it  is  rather  difficult  for  a good  many 
reserve  officers  to  avail  themselves  — they  have  to 
travel  considerable  distances.  It  means  a personal  out- 
lay on  their  part  to  indulge  in  this  flying.  Therefore, 
they  do  not  take  advantage  of  it. 

MR.  WARNER.  Have  you  made  any  estimate  of  the  total 
amount  of  flying  that  would  be  required  and  the  total 
cost  that  would  be  involved  in.  organizing  the  Reserve  as 
you  suggest? 

MR.  CENTNER'.  No,  I have  not,  sir. 

MR.  WARNER.  But  your  idea  is  that  the  opportunities 
you  have  suggested  should  be  laid  open  to  all  members  of 
Group  1? 

* 

MR.  CENTNER.  Yes,  sir. 

MR.  WARNER.  Has  your  association  any  recommendatiaa 
relative  to  eliminations  from  the  active  division  in  the 
Air  Corps  Reserve?  There  seems  to  be  something  of  a 
problem,  which  is  a very  real  one  psychologically,  in 
dealing  with  the  officer  HJhosa  interest  in  flying  i^fcon- 
tinuing,  but  who  reaches  the  point  where  he  is  very  soon 
not  going  to  be  a useful  combat  pilot,  but  who  neverthe- 
less does  not  like  to  be  detached  from  duty  but  wants  to 
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continue  to  fly  and  keep  up  his  practice.  He  is  very 
loath  to  lose  his  commission. 

MR.  0 EITHER.  I think  the  chief  difficulty  at  the 
present  time  is  the  terrible  lack  of  flying  time  and 
equipment  to  carry  on  any  definite  training  program 
either  of  individuals  or  units. 

THE  CHAIRMAN.  Is  there  any  regular  organisation 
now  or  any  regular  system  by  which  the  Air  Reserve  is 
brought  together  at  periodic  intervals  for  training? 

MR.  CENTNER.  Some  of  the  stations  that  are  fortun- 
ate enough  to  have  a few  airplanes  can  carry  on  some 
group  training,  but  most  of  the  stations  throughout  the 
United  States,  the  equipment  is  so  depleted  that  it  is 
absolutely  impossible  to  carry  on  a training  program. 

THE  CHAIRMAN.  There  is  nothing  comprehensive 
enough  to  bring  in  periodic  training  of  the  Air  Reserve 
Corps  of  the  whole  country? 

MR.  CENTNER.  None  whatever. 

THE  CHAIRMAN.  No  general  system? 

MR. CENTNER.  The  most  that  these  group  1 pilots 
can  do  is  simply  to  report  to  the&r  respective  stations 
and  ask  for  a fchip  and  go  out  and  take  a little  trip 
for  themselves. 

MR.  WARNER.  You  think  it  would  be  feasible  to  do 
a substantial  portion  of  the  reserve  flying  in  commercial 
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airplane 8? 

MR.  CENTNER.  Absolutely.  On  your  point  I may  not 
agree  with  some  of  the  officers  of  the  regular  establish- 
ment* but  I think*  and  the  Association  thinks,  that  to  all 
intents  and  purposes  we  <mould  accomplish  a certain 
amount  of  training  operations  in  low  cost  commercial  ships 
that  are  readily  available,  just  as  well  as-  we  could  do  it 
in  the  more  expensive  service  type  ships. 

THE  CHAIRMAN.  Is  it  your  idea  to  establish  differ- 
ent base©  in  different  sections  of  the  country  so  as  to 
make  it  within  easier  reach  of  the  Air  Reserve  Corps  the 
dountry  over,  one  in  the  East,  one  in  the  Middle  West, 
one  in  the  Far  West,  or  something  of  that  sort? 

MR.  CENTNER.  As  I understand  it,  now  there  are  four- 
teen reserve  bases  throughout  the  United  States.  In  addi- 
tion to  those  base$  reserve  officers  who  live  near  regular 
Army  Air  Corps  stations  go  to  those  respective  stations 
for  their  flying.  I would  say  offhand  there  are  not  more 
than  thirty  stations  throughout  the  United  States  where 
a reserve  officer  may  present  himself  for  flying  duty. 

If  we  increase  the  number  of  ships  through  the  purchase 
of  low  cost  planes,  it  seems  to  me  that  we  can  extend 
that  movement  and  make  it  a whole  lot  more  effective  than 
it  otherwise  has  been. 

THE  CHAIRMAN.  Are  there  any  other  questions  of  Mr. 
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Centner? 

MR.  BERRES.  I would  like  to  ask  whether  or  not  the 
major  number  of  recommendations  contained  in  your  brief  are 
based  upon  the  present  policy  of  the  War  Department  or  the 
failure  of  the  War  Department  to  get  a sufficient  appro- 
priation from  Congress  to  carry  on  such  a program  as  you 
suggest. 

MR.  CENTNER.  This  information  contained  herein  was 
based  on  reports  and  resolutions  which  were  adopted  by  the 
National  Council  of  the  Air  Reserve  Association  a t its 
meeting  in  Columbus  last  month. 

MR.  BERRES.  Have  they  been  submitted  to  the  War  De- 
partment? 

MR.  CENTNER.  To  the  chief's  office?  N0.  The 
chief’s  office  had  a representative  at  this  meeting  and 
was  cognizant  of  the  action  . r.  that  was  taken;  and  they 
have  been  in  touch  with  us  throughout  the  year,  so  that  they 
know  what  our  ideas  and  our  aims  are. 

MR.  BERRES.  Is  it  your  judgment  that  sufficient  time 
has  been  given  the  general  (Staff  and  the  Secretary  of  war 
to  put  in  effect  all  of  the  recommendations  of  the  Baker 
Board  so  that  we  might  know  just  how  they  will  work  out? 

MR.  CENTNER.  1 do  not  know  whether  I would  be  able 
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MR.  BERRES.  I was  wondering  whether  or  not  your 

concrete  recommendation  there  for  a separate  Air  Corps 
oular 

with  part i-/r ec ommendat i on  of  your  own  organization  on 
it  meant  that  you  would  first  rather  see  whether  the 
recommendations  of  the  Baker  Board  would  work  out  more 
i n keeping  with  what  you  had  in  mind  — 

MR.  CENTNER.  Yes. 

MR.  BERRES.  Or  would  you  rather  take  the  step  that 
you  state  here  in  the  face  of  insufficient  time  to  war- 
rant anyone  in  saying  whether  or  not  the  Baker  Board 
report’  recommendations  were  correct  or  not, 

MR.  CENTNER.  We  realize  that  the  establishment  of 
a separate  Air  force  is  fraught  with  a lot  of  expense 
primarily  and  argument  one  way  or  the  other,  and  we  are 
perfectly  willing  to  forego  any  pressure  on  that  move- 
ment at  the  present  time  in  order  to  bring  about  some 
cf  these  other  needs  whioh  we  think  arre  immediately  urgent. 
But  we  do  think  that  in  the  future  it  is  going  to  come  to 
pass  because  of  the  younger  generation  that  is  ooming 
along  that  is  naturally  taking  to  the  air  a whole  lot 
easier  and  quicker  than  the  older  generation  is,  and  they 
are  simply  going  to  demand  it  and  have  it. 

MR.  BERRES.  Have  you  attempted  to  figure  out  with 
your  present  membership  the  cost  of  transporting  them  to 
their  respective  r eserve  places  and  t he  training,  how  much 
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it  would  cost  the  Government  to  give  these  300  men  the 
opportunity  to  cary  on  their  training  and  to  he  transport- 
ed? 

MR.  CENTNER.  No,  we  have  not,  because  we  do  not 
have  facilities  in  our  organization  to  make  any  study 
like  that.  We  feel  that  that  is  properly  a function  of 
the  office  of  the  chief  of  the  Air  Corps,  where  they  have 

all  of  the  records  and  organization  set  up  to  make  such 
a study  and  render  a report  setting  forth  just  exactly 
how  much  something  like  that  would  cost. 

MR. BERRES.  Did  you  say  how  long  your  organization 
has  been  in  existence? 

MR.  CENTNER.  It  has  been  in  existence  for  four  years. 

MR.  BERRES.  Have  you  a larger  membership  now  than 
you  had  last  year? 

MR.  CENTNER.  Smaller.  At  one  time  we  had  600  re- 
serve officers.  The  drop-off  has  entirely  been  due  to 
the  financial  condition  of  a good  many  of  the  members. 

MR.  BERRES.  To  what  do  you  attribute  that? 

MR.  CENTNER.  To  the  financial  condition  of  a good 
many  of  the  members,  and  the  drop-off  in  flying  time. 

Here  in  the  fiscal  year  1934,  the  flying  time  was  reduced 
to  two  hours  per  month,  and  that  was  the  maximum  amount 
of  time  that  any  reserve  Group  1 pilot  could  get,  and  there 
was  no  stepping  over  that  limit.  In  previous  years  we 
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could  get  as  high  as  ten  hours  a month  if  a man  wanted  to 
fly  that  actively. 

MR.  BERRES.  Is  it  your  judgment  that  if  these  recom- 
mendations which  you  make  in  your  brietf  were  to  go  into 
effect,  your  membership  would  grow  accordingly? 

MR.  CENTNER.  Unquestionably,  unquestionably. 

MR.  BERRES.  That  is  all. 

THE  CHAIRMAN.  Anything  further  of  Mr.  Centner? 

We  are  very  much  obliged  to  you. 

MR.  CENTNER.  Thank  you  very  much,  gentlemen, 

THE  CHAIRMAN.  This,  I understand,  is  the  committee 
that  came  in  response  to  the  telegram  that  was  sent  to 
me  several  days  ago? 

MR.  CENTNER.  Yes.. 

THE  CHAIRMAN.  We  are  very  glad  to  have  you. 

Will  you  make  five  copies  of  that  report  and  send  it 
to  the  Commission? 

MR.  CENTNER.  I wi^l  be  glad  to. 

THE  CHAIRMAN.  Dees  either  of  you  other  gentlemen 
wish  to  supplement  the  statement  already  made? 

MR.  BRINTNALL  H.  MERCHANT.  (Captain,  Air  Reserve): 
No,  sir,  I do  not  think  so. 

THE  CHAIRMAN.  It  seems  to  be  very  complete. 

MR.  BERRES.  Do  we  have  a right  to  assume  that  what 
was  said  is  the  Unanimous  opinion  of  those  present? 
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MR,  MERCHANT:  Yes,  sir,  I think  so. 

(Witness  excused.) 

STATEMENT  OF  MR.  SAMUEL  STEWART  BRADLEY, 

GENERAL  MANAGER,  MANUFACTURERS  AIRCRAFT 
ASSOCIATION,  INC. 

(Mr.  Bradley  read  the  following  statement:) 

MR.  BRADLEY.  Mr.  Chairman,  and  gentlemen  of  the  Com- 
mission. 

IspprSdiate  this  opportunity  of  presenting  the  fol- 
lowing statement  before  your  honorable  body, 

I have  been  connected  with  the  aircraft  industry  since 
August,  1917,  when  I became  General  Manager  of  the 
Manufacturers  Aircraft  Association,  Inc.,  the  position 
which  I have  held  since  that  date. 

In  this  position  it  has  been  my  privilege  to  have  been 
either  a participant  or  a close  observer  of  the  important 
developments  in  American  aviation  during  the  last  seven- 
teen years. 

For  eleven  years  (1919  to  3-929)  I directed  the  pub- 
lication and  edited  the  ’’Aircraft  Year  Book”. 

In  addition  to  the  activities  of  the  Association,  I 
served  as  a Member  and  Secretary  of  the  American  Avia- 
tion Mission  which  President  Wilson  sent  abroad  in  1919 
to  study,  for  the  first  time,  plans  for  our  postwar  avia- 
tion program. 
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In  1921  I organized  and  was  the  first  President  of 
the  Aeronautical  Chamber  of  Commerce  of  America,  Inc, , 
and  served  as  General  Manager  of  that  organisation  until 
JtUgustj  1929  » 

Since  the  latter  date,  I have  devoted  my  time  ex- 
clusively to  the  work  of  the  Manufacturers  Aircraft  As- 
sociation, Inc.  Therefore,  I feel  qualified  and  desire 
to  make  a statement  regarding  the  operations  of  that  or- 
ganisation. 

The  Manufacturers  Aircraft  Association,  Inc.,  admin- 
isters an  agreement  for  the  cross-licensing  of  United 
States  airplane  patents  similar  to  agreements  in  other 
technical  trades,  notably  the  automotive  and  electrical 
industries.  This  agreement  makes  available  to  every  air- 
plane manufacturer  and  to  the  Government  licenses  to  use 
dll  airplane  patents  owned  by  members  of  the  Association. 
These  patents,  including  those  covering  the  basic  inven- 
tions of  Airplanes  and  Seaplanes,  now  total  more  than 
700  in  number.  This  agreement,  while  giving  recognition 
to  the  fruits  of  engineering  research  as  represented  by 
valuable  airplane  patents,  has  fostered  the  oar  derly  and 
businesslike  development  of  aviation  in  this  country. 

By  preventing  wasteful  patent  litigiation  and  encouraging 
general  use  of  such  patents,  our  constructors  have  been 
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able  to  devote  their  time,  energy  and  resources  to  build- 
ing and  developing,  inventing  and  improving. 

That  is  one  of  the  reasons  why  we  now  lead  the  world 
in  superior  performance,  efficiency  and  other  qualities, 
which  must  be  steadily  progressive,  if  we  are  to  make 
the  most  of  flying. 

Our  superiority  in  aircraft  has  enabled  us  to  develop 
the  markets  of  the  world,  until  in  1933  our  foreign  turn- 
o\Bsr  exceeded  in  value  the  combined  expofts  of  our  two  great- 
est competitors  among  European  nations* 

Parenthetically,  I may  state  that  the  irony  of  this 
achievement  is,  that  by  this  large  share  of  foreign  trade 
and  an  improved  domestic  market,  we  have  aroused  the  avidity 
of  certain  critical  citizens  and  aliens.  This  has  pulled 
down  upon  our  heads  a s torm  of  destructive  propaganda 
directed  to  establishing  the  belief  among  all  potential 
customers  that  American  Airplanes  are  inferior,  our  inven- 
tors mere  imitators,  and  our  manufacturers  simply  shrewd 
traders  - or  worse. 

A manifestation  of  this  propaganda  has  been  the  recent 
resurrection  of  the  hoax  about  an  aircraft  trust, an  illu- 
sion which  was  last  laid  to  rest  by  the  Lempert  Congression- 
al Committee  in  1935. 

Such  propaganda  undoubtedly  is  based  upon  the  theory 
that  the  quickest,  most  economical  and  effective  method  of 


"■  ■ ■'  " . ■ 


• . ■ f- 


r.  ' :..UKi 


is1  • ; ' 


>*  ••  /•»  ^ •;  v *.!-  » .•  i'  , *•  4 ^ . . : • 

• ' • * •>  **  - * .'•*  . ’•  *•  V;  V ...  . • • 


\ ;|*  * -0 


is  v.  ’ : ■■  i r,  ; :•&  ■ • . •;  ' •.  ... ‘ ••  5 . 


-L’Zir?  it. : t *.  ;/  ; . t ' 


• >» 


•V  • v 


;•  MW./  it;  ;,;r ' v ■ . . • y y,;-,v 

♦ ■;  v:.- . - r ot  \y- 

■ ?*m  : •••  $mU  ■ ■ . ■ i . 

i.:t  '•  - t tyi  ••  r;;  v . : ,€c  . ' *5C.- ?---■;■■  -V 

0 - ' ' ■. -vt.  t : m . 4m ' ; ■ ..  g : &..'!>&>  i 

; . • . . ••  7 /■  ••  ...  ’ ■-  .7  ••  ■ ■ v.  ' ■ 

• j ■ * • • • • -•  • - - 

•:  . ' *;-i-  tv.  ■ t • i:i  7 v . - 

' : ; i .1  v • ' . . 

i vr:;  7.  .7 : ■••"'i.  • 

” '•  't:  , ' v-  t V.  , ' : ■ ' Cv..  ‘ 


• ' 7 ■ ■■ 


' : r ' ■:*>  V-;  ii  • ■; 

: - u • ; . i-As.'. 

, ...  . -7.  f.  ' . 5 . ■ • ; ■ . 


. ••  • ; 


vr.i  f-'t  ••  ,-j  . ; • 


• i ..  i'  •'/  ■ 


■ •'  ’■  ■ ■>'  ' •'  ' .r  ' •'  :/  •: 


3941 


lowering  the  prestige  of  American  aviation  is  to  lead 

public  opinion  to  believe,  at  home  or  abroad, that 
our  Governmental  air  services  axe  inefficient,  that  the  Con- 
gress and  the  Administration  are  mystified  or  at  cross- 
purposes  regarding  aviation  policies,  or  that  our  industry 
cannot  produce  good  airplanes. 

If  potential  purchasers  in  this  and  other  countries 
come  to  regard  American  alfp lanes  as  deficient  for  civil 
use  either  in  private  flying  or  air  transport  or  for 
the  services  of  the  Government,  our  airplane  industry 
would  be  greatly  injured. 

Such  a plan,  if  successful,  would  permit  a few  of 
our  critics  to  hope  that  frustrated  ambitions  may  be 
realized,  and  others  to  feel  that  certain  countries  could 
ignore  American  aviation  in  future  foreign  trade  and  de- 
fense programs. 

The  basis  of  such  a theory  lies  in  the  fact  that  any 
country  which  cannot  produce  superior  flying  equipment 
can  have  no  aviation  in  a true  national  sense.  The  indus- 
try is  the  heart  of  aviation.  Injure  the  industry  and 
you  injure  the  whole.  The  propaganda  against  American 
aviation  lies  in  misstatement  of  facts. 

Let  us  return  to  the  Manufacturers  Aircraft  Associar- 
tion  and  its  operations.  The  following  points  should  be 
thoroughly  understood, not  only  by  airplane  manufacturers, 
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but  by  the  public  and  all  officers  of  the  Government  in- 
terested in  aeronautical  development. 

First:  As  to  the  origin  and  purposes  of  the  Associa- 
tion and  the  Agreement: 

The  facts  are  briefly  summarised  in  the  Report  of 
the  Commissioner  of  the  Court  of  Claims  of  the  United 
States  under  date  of  February  11,  1932: 

“During  and  prior  to  January,  1917,  the  development 
of  the  aircraft  industry  in  the  United  States  was 
seriously  retarded  by  the  existence  of  a chaotic 
situation  concerning  the  validity  and  ownership  of 
important  aeronautical  patents, 

“The  situation  was  one  of  great  concern  to  the  Govern- 
ment of  the  United  States. 

“A  National  Advisory  Committee  for  Aeronautics  had 
been  created  pursuant  to  an  act  of  Congress  to  con- 
sider and  advise  the  President  and  the  Departments 

on  aeronautical  problems  and  to  consider  and  de~ 

/ 

vise  some  plan  to  remedy  the  existing  difficulties. 

“On  January  13,  1917,  the  Acting  Secretary  of  the 

/ 

Navy,  Hon.  Franklin  D.  Roosevelt,  reported  to  the 
Chairman  of  the  Executive  Committee  (of  the  National 
Advisory  Committee  for  Aeronautics)  that  various  com- 
panies were  threatening  all  other  airplane  and  sea- 
plane companies  with  suits  for  infringement  of  patent 


3943 


resulting  in  a general  demoralization  of  the  en- 
tire trade;  that  it  was  difficult  to  obtain  fulfill- 
ment of  orders  because  some  companies  would  not 
expend  any  more  money  on  thei /plants  for  fear  that 
suits  brought  against  them  would  force  them  out  of 
business;  that  to  protect  themselves  in  case  they 
were  forced  to  pay  large  license  fees,  the  compan- 
ies had  greatly  increased  the  sale  prices  of  their 
products,  and  that  as  the  Army  and  Navy  were  the 
principal  purchasers  of  aircraft  in  this  country, 
they  were  bearing  the  brunt  of  that  levy,  and  that 
it  was  thought  that  the  National  Advisory  Commit- 
tee for  Aeronautics  might  be  able  in  some  way  to 
render  great  assistance  to  the  Navy  by  undertaking 
a study  of  the  question  and  suggesting  some  line 
of  action  to  be  taken. 

"A  similar  letter  concerning  the  same  subject  mat- 
ter was  written  by  the  Acting  Secretary  of  War,  on 
January  31,  1917».  * * * 

(C.  of  01.  of  TJ.S. , No.  J-569)  • 

In  response  to  the  requests  of  the  two  Acting  Secre- 
taries, the  National  Advisory  Committee  for  Aeronautics 
drafted  a cross-licensing  agreement  and  proposed  the  or- 
ganization of  the  Manufacturers  Aircraft  Association,  Inc, 


to  administer  it. 
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The  Report  of  the  '‘Select  Committee  of  Inquiry 
into  the  Operations  of  the  United  States  Air  Services11, 
submitted  to  the  68th  Congress  on  December  14,  1925, 
gives  a general  outline  of  the  scope  and  purposes  of  the 
Cross-license  Agreement,  an  abstract  of  which  reads  as 
follows : 

’•The  Cross-License  Agreement  brings  together  under 
unitary  control  in  the  neighborhood  of  two  hundred 
patents,  including  the  basic  Wright  patent  and  the  bas- 
ic Curtiss  patent.  * * * 

"The  Government  is  able  to  deal  directly  with  all 
of  those  and  others  grouped  together  whereby  the  actions 
for  infringement  on  each  and  all  of  these  patents  are 
avoided.  * * * 

'•It  avoids  the  necessity  of  defending  suits  and  per- 
mits the  Government  to  b&ild  ships,  flying  machines, and 
be  in  a position  to  deal  advantageously  with  the  other 
large  group  of  important  patents  relating  to  that  art.” 
(Report  on  H.R.  1932,  p.  11)  *** 

Second;  As  to  operations  o£  the  Association:  The 
following  facts  should  be  noted: 

(1)  The  Association  owns  no  airplane  patents;  conse- 
quently cannot  , nor  has  it  ever  attempted,  t o make  a claim 
for  alleged  infringement  of  patents.  Any  statement  that 
the  Association  threatens  patent  suits  to  compel  manufac  •» 
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turers  to  subscribe  to  the  Agreement  is  false.  The  Sub- 
scribers use  the  Association  and  the  Agreement  to  protect 
themselves  from  possible  infringement  suits  by  patent 
owners.  Practically  all  manufacturers  have  subscribed  to 
the  Agreement.  No  application  for  membership  has  ever 
been  denied  by  the  Association. 

(3)  The  Association,  under  specific  power  of  attor- 
ney from  the  Subscribers  to  the  Agreement,  as  agent  for 
each  Subscriber,  is  authorized  to  license  the  Government 
and  all  Subscribers  under  all  the  patents  owned  by  each. 

(3)  At  the  present  time,  the  patents  owned  by  Sub- 
scribers total  more  than  seven  hundred  in  number  and 
cover  practically  every  detail  of  airplane  construction. 

(4)  During  the  seventeen  years  of  its  operation, 
more  than  31,000  airplanes  have  been  manufactured  under 
licenses  covering  the  patents  so  owned. 

(5)  Because  of  such  licenses,  the  Government  and 
the  Subscribers  have  been  free  from  all  litigation  involv- 
ing suits  for  infringement  on  any  of  the  thousands  of 
claims  included  in  this  large  group  ofpatents.  Consequent- 
ly, the  development  of  thj  s new  highly  technical  key  indus- 
try has  not  been  hampered  - as  has  frequently  been  the 
case  in  other  industries  - by  the  expense  and  injury 
which  result  s from  such  litigation. 

(6)  Since  July,  1917,  Subscribers  have  acquired  and 
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reported  to  the  Association,  as  required  by  the  provisions 
of  the  Agreement,  oyex  450  patents.  In  making  such  r ex- 
ports, the  owners  are  permitted,  if  they  so  elect,  to 
make  a claim  for  monetary  compensation,  to  be  determined 
by  arbitration. 

(7)  Claims  for  compensation  on  240  patents  have  been 
so  made  and  arbitrated.  Of  this  number,  36  have  received 
monetary  awards,  limited  as  to  total  amount,  based  upon 
rates  payable  each  time  such  inventions  are  used.  Mone- 
tary awards  have  not  been  granted  on  the  balance,  as  the 
arbitrators  have  held  that  sufficient  compensation  for 
the  value  of  each  has  been  realised  by  the  owners  thereof 
by  the  considerations  of  mutual  benefits  flowing  between 
Subscribers  through  the  Association  and  the  Agreement. 

(8)  The  highest  amount  of  possible  compensation 
payable  on  any  one  patent  under  such  monetary  awards  is 
$35,000.  All  final  awards  under  the  present  agreement 
have  been  unanimously  approved  by  the  owners  of  the  patents 
and  all  other  Subscribers.  These  facts  clearly  indicate 
the  thorough,  conscientious  and  fair  manner  in  which 

all  arbitrations  have  been  conducted. 

Third:  Services  and  Facilities  of  the  Association: 

In  order  to  carry  out  the  objects  of  the  cross-license 
agreements,  and  to  provide  for  the  effective  administra- 
tion of  these  instruments,  including  the  evaluation  of 
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patents  on  iMfr  inventions  by  arbitration,  it  has  been 
necessary  for  the  Association  to  develop  special  facili- 
ties and  services. 

Library.  For  this  purpose  the  Association  has  acquired 
an  extensive  and  unique  patent  and  aeronautical  library. 
This  library  covers  nearly  all  the  printed  records  of  the 
beginnings  and  development  of  the  ia&Ugtfy?  as  well  as 
practidally all  the  engineering  and  scientific  literature 
relating  to  aeronautics.  A complete  patent  law  library 
has  been  acquired  and  is  kept  up  to  date.  The  Association 
has  also  purchased  copies  of  all  the  airplane  patents  whic1' 
have  been  issued  in  the  United  States*  comprising  eighteen 
official  classes,  which,  for  reference  purposes  have  been 
broken  down  into  eighly-four  unofficial  sub-classes.  Print- 
ed copies  of  a large  percentage  of  the  patents  issued  by 
France,  Germany  and  Great  Britain  have  also  been  ac- 
quired. The  files  of  the  latter  will  be  completed  diortly, 
and  the  work  of  arranging  the  foreign  patents  into  corres- 
ponding sub-classes  will  then  be  undertaken. 

This  library,  with  the  copies  of  existing  patents 
as  sub-divided,  which  are  essential  to  the  proper  arbitra- 
tion and  evaluation  ofpatents,  has  also  proven  its  worth 
many  times  by  furnishing  promptly  defensive  material  for 
the  protection  of  the  Government  and  the  industry  against 
unwarranted  claims  of  infringement  of  patents  owned  by 
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foreign  or  other  interests  not  identified  with  the  Ameri- 
can aircraft  industry. 

Patent  Research  and  Airplane  Patent  Digest  - For  the 
general  benefit  of  the  industry  and  the  Government  in  con- 
nection with  development  of  the  art,  the  Association, 
since  1929,  has  maintained  a Patent  Research  Division. 

In  addition  to  other  important  services,  the  Patent  Re- 
search Division  edits  and  publishes  twice  a month,  an  Air- 
p lane  Patent  Digest.  This  Digest  contains  abridgements 
and  reproductions  of  drawings  illustrating  and  describing 
each  important  United  States  and  Sritish  airplane  patent 
as  soon  as  the  issuance  of  each  is  released  for  publica- 
tion through  the  Official  Gazette  of  the  United  States 
Patent  Office  and  the  equivalent  official  publication  of 
the  British  Patent  Office.  In  addition,  as  an  appendix 
to  each  issue,  there  is  also  listed  under/its  descriptive 
title,  the  name  of  the  owner,  the  patent  number,  a typical 
drawing  and  the  principal  claims  of  all  airplane  patents 
appearingin  such  reports.  As  practically  all  worthwhile 
new  inventions  of  the  entire  world  become  the  subject  of 
patents,  either  in  the  United  States  or  Great  Britain, 
the  Digest, which  is  mailed  every  two  weeks  to  the  industry 
and  to  the  technical  and  engineering  libraries  specializing 
•in  aeronautics,  serves  to  give  our  engineers  and  designers 
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not  only  prompt  and  accurate  information  regarding  new 
patented  inventions,  but  also  directs  their  attention 
to  the  trend  of  development  in  the  airplane  art  throughout 
the  world.  \ 

Fourth:  Expense  of  Operations: 

Other  false  assertions  that  the  Association  has  im- 
posed a great  burden  of  expense  upon  the  industry  have 
been  made.  Therefore,  this  error  should  be  corrected  by 
a definite  statement  of  fact. 

The  administration  of  the  Agreement,  including  arbi- 
trationd,  collection  of  periodical  reports,  issuing  licen- 
ses and  auditing,  together  with  publishing  the  Digest, 
collecting,  indexing  and  collating  material  for  the  general 
and  patent  library,  have  become  routine  operations  involv- 
ing definite  expenses.  In  addition,  work  in  connection 
with  meetings  of  Members,  Directors  and  Special  Committees, 
legal  advice  and  demands  for  information  from  many  sources, 
including  the  press,  the  general  public  andofficial  iiives~ 
tigations  Impose  obligations  which  have  to  be  met.  Be- 
sides such  r ecur ring  activities,  the  Association  at  various 
times  has  made  substantial  cash  contributions  toward  or- 
ganizations whose  activities  are  demoted  to  the  develop- 
ment of  the  airplane  art. 

The  money  paid  to  the  Association  under  the  Agreement 
is  received  by  its  as  trustee  for  all  Subscribers  and  is 
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accounted  for  on  that  basis.  Of  such  receipts,  8 
has  been  promptly  repaid  to  Subscribers  owning  patents, 
in  accordance  with  the  provisions  of  the  Agreement.  The 
balance  has  provided  funds  to  meet  operating  and  other  ex- 
penses under  yearly  budgets  as  authorized  by  the  Board  of 
Directors  of  the  Association.  The  Budget  has  never  been 
exceeded,  and  from  the  date  of  its  incorporation  in  July, 
1917,  to  January  1,  1934,  the  total  amount  available  for 
all  expenditures,  including  legal  fees  and  contributions, 
has  averaged  only  $27,433.  a year. 

Fifth:  The  Hoax  of  the  Aircraft  Trust: 

As  to  the  recent  attempts  to  revive  the  hoax  of  the 
aircraft  trust,  the  record  of  these  hearings  should  con- 
tain a definite  statement  of  the  historical  fact  that 
the  Manufacturers  Aircraft  Association,  Inc.,  and  the 
contracts  and  agreements  administered  by  it  for  the  bene- 
fit of  the  Government  and  the  industry,  does  not  consti- 
tute a "trust”  or”monopoly” , but  on  the  contrary,  havd 
established  and  put  into  effect  the  exact  antithesis  of 
a ”trust”  or  ’’monopoly”.  This  point  has  been  definitely 
established  by  formal  opinions  of  several  Attorney  Generals 
of  the  United  States,  as  well  as  by  reports  of  other  offi- 
cial investigations,  authorized  either  by  the  executive, 
legislative  or  judicial  departments  of  the  Government. 

When  this  allegation  was  first  made  in  August  1917, 
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the  Governement , for  its  protection,  submittedthe  ques- 
tion to  the  Department  of  Justice  by  letter  under  datq&f 
September  17,  1917.  In  response,  Attorney  Gfeneral  Gregory, 
under  date  of  October  6,  1917  (31  Ops.  O.A.G.  166)  rend- 
ered an  opinion  which  concluded  as  follows: 

"Hot  to  go  into  further  details,  it  suffices  to  say 
* * * I am  of  the  opinion  that  the  Association  in- 
corporated as  now  constituted  and  the  Cross-License 
Agreement  under  which  it  is  now  operated  is  not  in 
contravention  of  the  anti-trust  laws  of  the  United 
State. " 

Allegations  regarding  the  existence  of  an  aircraft 
trust  were  thoroughly  considered  by  the  Select  Committee 
of  Inquiry  into  the  operations  of  the  United  States  Air 
Services.  Ttie:ir  report,  under  date  of  December  14,  1935, 
to  which  previous  reference  has  been  made,  contains  the 
following: 

"The  Committee  naturally  began  its  inquiry  by  taking 
up  definite  charges  made  in  speeches  delivered  bn 
the  floor  of  the  House,  ***  against  the  aircraft 
industry  ***  that  aircraft  companies  ***  formed  them- 
selves into  an  air  trust,  known  as  the  Manufacturers 
Aircraft  Association,  Inc.  ***  The  Committee  finds 
that  there  is  no  ’aircraft  trust1  ***• 

"It  was  a practical  business  arrangement  to  do  away 
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with  litigation  overeat ents  and  permit  the  Members 
to  build  planes  rather  than  try  law  suits  against 
each  other  ***.  A similar  Cross-License  Agree- 
ment has  long  been  in  use  in  the  automobile  and 
other  industries.  The  feature  of  a trust  is  to 
keep  others  out.  All  could  enter  here,  upon  the 
payment  of  a membership  fee  costing  about  1/17 
of  the  average  cost  of  a plane." 

During  the  period  of  the  Lsmpert  Committee’s  exhaus- 
tive investigation  the  Department  of  Justice  again  inves- 
tigated this  subject,  through  the  office  of  Emery  R. 
Buckner,  United  States  Attorney  in  the  Eastern  District 
of  New  York.  This  investigation  began  in  January,  1925. 
When  the  m rk  was  completed,  September  8,  1935,  the  report 
concluded  as  follows: 

*1  am  of  the  opinion  that  this  case  is  not  one 
to  be  recorded  as  in  violation  of  the  Federal  anti- 
trust laws  and  I therefore  recommend  that  it  be 
closed." 

Hon.  William  J.  Donovan,  Assistant  to  the  Attorney 

General,  under  date  of  September  13,  1925,  replied  to  that 
letter  as  follows: 

"I  have  your  letter  of  the  8th  instant,  complying 
with  my  request  for  an  expression  of  your  views  on 
the  facts  disclosed  by  the  investigation  of  the 
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above  named  Association.  Upon  the  facts  presented, I 
concur  in  your  opinion  that  the  A situation  does  not 
call  for  the  institution  of  proceedings  under  the  Anti- 
Trust  Act.  Tour  recommendation  that  the  matter  be  con- 
sidered closed,  is  approved*" 

All  the  operations  of  the  Association  and  all  phases 
of  the  Cross-License  Agreement,  were  again  carefully  stud- 
ied by  the  Department  of  Justice  from  July,  1928  to  Janu- 
ary, 1934.  As  indicated  by  the  Report  of  the  Commissioner 
of  the  Court  of  Claims,  previously  referred  to,  while  not 
dealing  specifically  with  this  question,  the  Report  in- 
cluded, in  addition  to  the  above  question,  the  citations, 
the  question  of  the  amount  and  propriety  of  the  payments 
provided  for  under  the  Cross-License  Agreement.  In  this 
connection,  the  report  of  the  Special  Committee  of  patent 
experts,  composed  of  Frederick  L.  Emery  and  George  P.  Dike, 
of  Boston,  and  John  C.  Kerr,  of  New  York,  eminent  members 
of  the  Patent  Bar  appointed  by  the  Government  to  investi- 
gate the  validity  and  value  of  the  patents  then  owned  by 
the  Subscribers  to  the  Agreement,  cited  the  following: 

"The  report  of  this  Committee,  dated  January  14,  1918, 
speaking  of  the  royalty  of  $200.00  per  plane,  said, 
such  royalty  in  our  opinion,  is  entirely  reasonable  in 
the  premises  and  in  all  probability  less  than  the  basis 
of  recovery  a court  would  allow  in  a suit  against  a 
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private  individual  or  concern,  in  fact  **#  the  amount 
in  question  would  he  a perfectly  reasonable  royalty 
under  the  Wright  patent  alone  and  possibly  under  the 
Bell,  et  al  (Curtiss)  patent  alone,  to  say  nothing 
of  the  other  patents  covered  by  the  Cross-License 
Agreement  ***n. 

Based  upon  the  Report  of  the  Commissioner,  the  Court 
of  Claims  of  the  United  States  rendered  a decision  in 
favor  of  the  Association,  under  date  of  May  8,  1933.  A 
motion  for  a new  trial  was  made,  which  was  denied  and  the 
action  of  the  lower  court  was  then  appealed.  The  Supreme 
Court  of  the  United  States  denied  the  appeal  on  February 
5,  1934. 

At  various  times  during  past  operations,  due  to 
changing  conditions,  experience  has  shown  the  wisdom  and 
necessity  of  modifying  the  details  of  the  cross-licensing 
plan.  This  process  of  evolution,  has  developed  the  plan 
now  in  operation,  under  the  provisions  of  the  Amended 
Cross-License  Agreement  of  December  31,  1938. 

By  common  consent  of  the  parties  the  present  Agree- 
ment should  now  be  modified  to  meet  present  and  probable 
future  needs.  To  meet  this  situation  a Special  Committee 
of  the  industry  has  studied  this  need  and  has  recently 
submitted  to  the  Board  of  Directors  of  the  Association 
a definite  plan  for  future  operations.  This  plan  is  ex- 
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pressed  in  "The  Revised  Contract  of  April  1,  193511  and 
provides  for  the  exchange  of  rights  under  airplane  patents 
and  for  other  purposes  tending  to  develop  and  promote 
the  airplane  industry  and  to  encourage  and  advance  the 
art  applicable  th§reto.  With  the  approval  of  the  Board 
of  Directors  this  Revised  Contract  was  submitted  to  the 
industry  several  weeks  ago.  Except  for  a few  details, 
it  has  become  approved  by  the  industry,  to  be  effective 
after  March  31,  1935.  This  will  permit  any  of  the  present 
licensees  who  promptly  accept  the  Revised  Contract  to 
proceed  with  the  development  of  new  inventicns  upon 
an  improved  basis  and  at  the  same  time  to  £e  relieved 
of  certain  handicaps  which  have  developed  under  the  plan 
now  in  force.  Other  licensees  who,  due  to  inactivity  or 
other  reason,  do  not  promptly  accept  the  Revised  Plan, 
may  continue  operations  as  at  present,  and  if  they  de- 
sire, accept  the  Revised  Plan  later. 

In  concluding  this  statement,  I trust  that  in  recogni- 
tion of  the  fact  that  cross-licensing  of  airplane  patents 
has  become  an  essential  part  of  sound  aeronautical  develop- 
ment in  this  count  ry,  that  this  Commission  will  give 
consideration  to  and  effectively  adopt  the  following  rec- 
ommendations in  their  report: 

RECOMMENDATIONS: 


I recommend: 
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(a)  In  the  purchase  of  airplane  patents,  the  adoption 
of  a reciprocal  policy  by  the  Government  and  the  industry, 
based  upon  sincere  cooperation  and  mutuality  of  interest, 
by  which: 

(1)  Licensee  shall  be  made  available  to  the 
Government  under  any  airplane  patents  acquired  by  the 
industry  upon  terms  as  favorable  as  those  granted  to  any 
other  licensee; 

(2)  The  Government,  in  acquiring  non-exclusive 
rights  under  any  airplane  patents,  shall  provide  that 
licenses  upon  the  same  terms  and  conditions  be  made  avail- 
able to  the  industry;  and 

(3)  Exclusive  rights  acquired  by  the  Govern- 
ment under  any  airplane  patents  shall  be  made  available  to 
the  industry  without  cost,  on  the  theory  that  the  same 
were  purchased  with  public  funds. 

(b)-.  The  continuation  of  a policy  that  the  plan 
for  cross-licensing  airplane  patents  be  modified  and  im- 
proved from  time  to  time  as  may  be  required  to  extend  the 
application  of  the  principles  underlying  such  plan  to  meet 
changing  .conditions  within  the  industry,  and  in  pursuance 
thereof,  that 

(1)  The  cross-licensing  agreement  now  in  force 
be  revised  and  made  available  to  the  industry  as  soon  as 
practicable  in  such  a form  as  to  give  effect  to  the  modifi- 
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cations  and  improvements  now  recognized  as  necessary 
to  meet  current  and  future  needs;  and 
(3)  The  agreement  as  thus  revised  shall  provide 
authority  in  accord  with  (1)  of  (a)  above  for  continua- 
tion of  the  practice  of  granting  licenses  to  the 
Government  under  all  patents  coming  within  the  opera- 
tion thereof  on  the  same  terms  as  granted  to  the  indus- 
try* 

(Whereupon,  at  11:00  o’clock  a.m. , a recess  was 
taken  until  3:30  o’clock  p.m.  of  this  day*) 
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fls 

Clark 


THE  CHAIRMAN:  Let  us  proceed 


STATEMENT  OF  0.  L.  EGTVEDT  (Con.) 


THE  CHAIRMAN:  Mr.  Warner  will  take  up  where  he  left 
off  yesterday. 

MR.  WARNER:  We  were  going  over  your  recommendations 
and  had  disoussed  the  first  at  some  length,  appearing  on 
Pago  6 of  your  brief. 

MR.  EGTVEDT : If  I might  interrupt  you,  since  yester- 
day I have  realized  one  thing.  I was  kind  of  tongue- 
tied  yesterday  and  I am  not  sure  I will  he  any  different 
today,  but  there  is  one  thing  I felt  I did  not  bring  out, 
and  that  is  that  this  recommendation  which  I tave  in  here 
was  not  based  upon  the  elimination  of  other  methods  of 
possible  procurement,  but,  rather,  to  allow  this  method, 
along  with  the  other  methods.  The  way  I feel  about  it  is 
this:  That  we  went  through  the  stage  of  design  compe- 
tition back  in  the  early  20  rs,  and  at  that  time  the  re- 
sults were  not  entirely  what  they  should  be.  I think  if 
you  will  look  up  the  history,  you  will  find  quite  a few 
dead  issues  in  the  museum  at  McCook  Field  at  that  time, 
and  I think  the  tendency  rather  turned  to  some  other 
method  of  getting  satisfactory  results. 

I think  that  the  Servioes  themselves  were  interested 


fcn  finding  some  way  by  which  they  could  procure  better 
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results  and,  not  delay  it  over  such  a long  period,  and  then 
receive  something  which  looked  good  on  paper  that  was 
not  a proper  article  when  they  received  ine 

MR.  WARNER:  The  technique  now  seems  to  be  that  of 
an  experimental  oontract  or  procurement  and  a guarantee 
of  the  performance  of  the  experimental  article  in  accord- 
ance with  the  design. 

MR.  EGTVEDT:  Yes  sir,  I think  there  is  going  to  be 
too  much  time  Wasted  normally  in  going  through  and  adver- 
tising for  experimental  orders  all  the  time.  The  working 
up  of  data  on  sales  along  oertain  lines  which  we  under- 
stand the  Air  Corps  is  now  planning  for  designed  inform- 
ation, it  seems  to  us  will  cost  the  contractor  probably 
as  much  as  $15,000  to  really  thoroughly  submit  the  in- 
formation which  they  ask  for.  It  goes  into  detailed 
Btress  analysis,  and  you  practically  have  to  have  a design 
location  before  you  can  get  at  that  stage. 

That  was  Mr.  Monteithf8  estimate  of  what  we  might 
run  into,  somewhere  between  $10,000  or  $15,000,  and  as 
much  as  $15,000  on  some  of  the  projects. 

MR.  WARNER:  On  preparation  for  the  design  projects? 

MR.  EGTVEDT:  Yes,  on  preparation  for  the  design 
projects.  If  ten  organizations  presented  data  on  that 
basis,  that  is  $150,000,  and  then  there  is  the  procedure 
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of  going  through  all  that  information  by  the  Government 
agencies  themselves  to  determine,  or  to  try  to  determine 
which  is  satisfactory*  Their  object  naturally  in  asking 
for  as  much  of  that  information  as  possible  is  to  go 
ahead  and  try  to  determine  what  is  a satisfactory  design 

I do  not  blame  them  for  asking  for  everything  they 
can,  because  it  is  a hard  enough  job  anyway  to  determine 
ahead  of  time  whioh  is  the  best  design, 

MR.  WARNER:  Then  you  are  not  very  keen  on  design 
competition  as  such,  because  it  involves  a lot  of  waste 
energy? 

MR.  EGTVEDT:  Yes  sir. 

MR.  WARNER:  You  are  arguing,  as  I understand  it, 
for  the  direct  selection  of  a limited  group  of  manu- 
facturers who  will  prepare  design  projects  under  experi- 
ment al  contracts,  as  I understand  certain  manufacturers 
have  done  with  a very  secret  project  now  under  way? 

MR.  EGTVEDT:  I feel  that  that  has  worfeed  satis- 
factorily in  the  past.  And  the  fact  is  that  in  our  own 
case  the  products  which  we  have  sold  in  production  are 
those  which  we  had  designed  and  built  by  ourselves  and 
submitted  to  the  Service.  They  are  the  ones  which  we 
have  built  in  quantity  production  and  not  because 


4s 


3961 

originally  wo  have  entered  into  design  competition  on  it 
and  on  the  so-called  design  contracts/  Most  of  those 
have  turned  out  adversely*  The  time  element  is  too 
long,  and  by  that  time  we  had  a much  better  design  al- 
ready in  our  mind  as  to  what  should  be  done, 

MR.  WARNER:'  In  that  case,  you  were  gambling  not 
only  on  your  $15,000,  but  on  the  entire  cost  of  the  air- 
plane, were  you  not? 

MR*  EGTVUBTs  Yes  sir.  But  where  you  do  gamble  on 
the  cost  of  the  airplane,  you  must  be  pretty  sure  to  have 
the  rights  on  it. 

MR.  WARNER:  Do  you  think  the  element  is  speed? 

MR.  EGTVEDT : The  time  element,  yes  sir.  Where  we 
reach  a stage  where  tit  is  more  or  less  standardized,  then 
I am  not  so  sure  that  is  going  to  be  the  method.  I think 
that  is  a thing  which  is  going  to  be  flexible,  or  some- 
what flexible,  although  under  the  law  of  1926,  it  allows 
for  certain  definite  methods  of  procurement,  although 
thaere  are  so  many  ways  of  interpreting  it,  apparently, 
that  it  is  conflicting  now. 

I feel  that  it  should  be  possible  for  the  Government 
agency,  when  they  desire  to  do  so,  to  negotiate  for  con- 
tracts. I feel  they  should  have  that  privilege  to  do 
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so,  And.  that  was  the  basis  of  this  recommendation,  and 
not  necessarily  the  elimination  of  all  the  rest,  I feel 
they  will  naturally  choose  that,  at  least  for  a while, 
due  to  the  results  which  have  been  obtained  through  going 
through  the  other  programs. 

MR.  WARNBR;  On  the  matter  of  speed  of  development 
of  type,  we  have  had  some  discussion  of  the  stages  which 
now  intervene  between  the  original  idea  of  the  type  and 
its  final  appearance  in  quantity  production,  and  some 
discussion,  both  with  Army  and  other  manufacturers,  as  to 
the  possibility  of  eliminating  the  need  of  those  stages, 
and  especially  the  stage  of  service  test.  At  least  one 
manufacturer  said  he  did  not  feel  that  he  would  be  safe 
with  hie  own  product,  but  that  if  the  service  test  were 
eliminated,  that  that  would  be  the  case,  and  he  was  very 
anxious  to  know  that  a squadron  of  machines  had  been  in 
service  before  he  attempted  to  build  them  on  a really 
large  order,  and  he  would  feel  that  his  reputation  was  at 
stake  in  turning  out  that  product  in  quantity  in  the  field. 

What  do  you  think  is  the  generally  sound  principle 
there? 

MR.  EGTVEDT : I feel  this  way  about  it:  That  where 
you  have  a radical  change  in  your  design  , as  an  entire 
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type,  that  it  should  be  advisable  to  give  it  a period  of 
trial*  I do  not  believe  that  you  should  have  to  buy  ten 
or  fifteen  airplanes  to  do  it0  I think  if  you  had  three 
of  them  and  oould  put  them  out  and  try  them  for  a certain 
length  of  time,  that  you  could  get  the  same  information. 

You  could  probably  get  it  faster,  because  if  those  three 
airplanes  were  flown  regularly  by  all  the  pilots,  they 
would  get  more  hours  in  a short  period  of  time  than  if  you 
had  a larger  order. 

But  where  you  are  just  stepping  up  with  a slight 
modification,  as  we  went  through  on  the  P«13  and  the  P-4-B 
type,  with  which  we  started  out  with  the  Navy,  and  then 
went  to  the  F~4-*B~1,  2,  3,  and  4,  that  matter  comes  in. 

And  although  we  made  some  changes,  such  as  metal  mono- 
coquo  body,  and  things  of  that  kind,  the  substantial  flying 
characteristics  of  that  airplane  were  much  the  same.  They 
get  a little  heavier,  or  got  a little  heavier,  as  we  went 
on  and  added  extra  things  to  the  plane,  but,  in  general, 
there  t7©a?e  no  hidden  matters  which  needed  to  be  brought 
out,  as  far  as  I could  tell. 

So  far  as  this  particular  plane  which  you  mention 
is  concerned,  I feel  • — 

MR . WARNER:  I did  not  mean  to  ask  for  an  explanation 
of  that  plane.  I juBt  suggested  that  as  an  example.  If 
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there  is  anything  you  want  to  say,  go  ahead*  We  are  not 
interested  in  inquiring  into  the  behavior  or  quality* 

MR*  EGTVEDT:  I would  just  as  soon  bring  it  out,  I 
do  not  think  there  is  anything  about  the  plane  which  is 
not  entirely  satisfactory. 

The  way  that  came  out  is  this:  There  is  one  thing 
which  we  wore  criticized  about,  which  is  the  head  rest* 

MR,  WARMER:  I do  not  want  to  force  you  to  digress, 
but  I do  not  believe  that  is  germane  to  our  subject, 

MR,  EGTVEDT : I want  to  bring  it  out  from  the  stand- 
point of  what  you  might  run  into,  and  which  you  would  if 
it  went  through  the  service  test,  these  particular  things, 

I do  not  think  they  had  any  particular  bearing  on  this 
particular  question. 

MR,  WARMER:  Very  well* 

MR,  EGTVEDT:  This  matter  of  the  reinforcing  of  the 
head  rest  came  up  after  the  unfortunate  death  of  a man 
flying  it  down  in  Texas,  and  there  were  no  abrasions  or 
scratches  or  anything  on  his  head  at  all.  He  was  killed 
by  the  impact,  biecaus©  he  dug  two  holes  two  feet  deep  and 
six  feet  long  before  turning  over,  and  there  is  no  question 
that  he  broke  his  back,  as  indicated  by  examination,  before 
he  ever  turned  over,  and  there  was  nothing  on  his  head  to 
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indioate  that  the  head  rest  had  anything  whatsoever  to  do 
with  his  death. 

However,  that  brought  up  the  point  that  that  should 
be  taken  oare  of.  fts  you  normally  realize  in  the  past, 
some  of  these  things  go  on,  and  the  head  rest  was  just  a 
streamline  affair,  and  had  nothing  to  do  with  the  pro- 
duction, or  anything  of  that  kind,,  other  than  just  the 
weight  . It  had  been  carried  on  as  such,  and  on  the 
original  three  planes  they  were  taken  out  and  considered 
somewhat  before  the  test.  They  were  flown  at  Selfridge 
and  different  places  over  a period  — I have  forgotten 
just  what  lengtli  of  time,  but  I think  six  or  eight  months 
or  something  before  that  — and  that  occupied  about  a 
year  before  the  plane  came  out  in  production. 

During  that  time  it  was  not  brought  to  our  attention, 
and  we  did  not  think  about  that  particular  feature.  In 
fact,  the  plane  was  asked  for  add  thd  specifications  were 
drawn  up  to  build  it  just  as  we  did.  There  was  a modifi- 
cation made  in  the  shape  of  it,  to  make  a little  better 
aerodynamic  result,  but  nothing  to  strengthen  it  for  that 
one  purpose. 

80  that  these  things,  whioh^do  come  out  sometimes  in 
service,  do  not  necessarily  come  out  during  th6  service 
test  period. 

MR,  WARNER;  You  think,  then,  that  if  the  number  of 
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units  on  the  experimental  order  was  somewhat  increased 


above  the  single  one  now  called  for,  that  you  would  have 
experience  and  could  go  direct,  in  most  cases,  to  quantify 
production  for  service  about  one  and  a half  years  in 
that  process  of  development? 

MR.  EGTVEDT:  Yes,  if  given  an  intensive  flight  test, 
I think  there  could  be  a saving  made  there  in  time,  and 
we  would  stafit  off  that  much  quicker*  I do  not  feel  that 
it  should  be  necessary  — 

MR.  WARNER;  The  Navy  does  that  now,  does  it  not? 

MR,  EGTVEDT:  I think  so.  The  Army  has  been  doing 
that,  too*  That  is  what  they  attempted  to  do  in  that 
case*  They  bought  three. 

MR.  WARNER:  Then  in  your  second  recommendation  you 
go  on  to  state?  "Standardised  accounting  methods  to  be 
used  by  all  Government  agencies  in  the  audit  of  negotiated 
airoraft  contracts." 

We  have  been  told  that  that  is  in  the  making,  and 
the  Army  and  Navy  are  now  working  together  to  standardize 
everything.  So,  unless  you  have  reason  to  suppose  that 
there  is  going  to  remain  some  problem  or  arise  some  new 
problem,  we  can  probably  take  that  as  already  solving  it— 
self. 

MR.  EGTVEDT:  We  are  interested  in  that.  The  result 
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of  that  is  that  at  present  we  may  have  one  or  two  audits 
by  the  Army,  and  one  or  two  by  the  Navy,  and  te  have  our 
own  auditor  come  in  once  a year  and  go  through,  not  the 
company  auditor,  butt  an  outside  certified  auditor,  and 
then  if  we  have  the  revenue  agents  oome  in,  they  go  through 
likewise,  that  is,  if  they  come  in  on  some  tax  propo- 
sition. But  all  of  these  coming  in  there  separately 
tends  tg)  upset  the  plant  throughout  the  year.  And  we 
feel  that  it  might  be  feasible  to  have  some  one  Govern- 
ment agency  do  that  according  to  a standard  method,  and 
save  them  the  cost  of  all  these  various  audits,  and  save 
us  from  having  our  auditing  dspartment  in  a turmoil  all 
the  time  while  it  is  being  done. 

MR.  WARNER;  Your  third  point  is;  ”The  elimination 
of  audit  ani.  profit  limitations  if  contracts  are  obtained 
in  ope n competition,  retaining  privilege  Off  audit  on  ne- 
gotiated contracts  supplemented  by  a broader  interpretation 
of  profit  limitation.” 

If  contracts  were  obtained  in  open  competition,  it 
seems  to  suggest  that  you  would  expect  normally  to  provide 
a better  insurance  against  any  possible  overcharge  to  the 
Government  through  open  competition  than  through  the  ne- 
gotiated contract  basis.  Is  that  what  you  had  in  mind? 
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MR.  WARNERS  You  seem  to  suggest  here  that  com- 
petitive bidding  is  an  all-sufficient  insurance  for  a fair 
price. 

MR.  EGTVEDT:  What  I ha$  in  mind  is  this:  Why  should 
the  aircraft  industry  be  singled  out  as  against  any  other 
Government  purchaser,  to  have  an  audit,  when  they  bid  in 
competition?  Why  should  we  be  picked  on  particularly  to 
have  this  audit,  when  you  go  out  and  purchase  other  things 
in  competition  and  not  have  an  audit? 

- The  point  here,  as  far  as  audit  is  concerned,  is 
we  have  never  had  any  objection  to  the  making  of  audits 
at  our  plant.  They  can  come  in  at  any  time  they  want  to, 
except  we  would  rather  have  it  done  at  one  time  by  one 
representative,  and  let  it  stand  for  all,  so  as  not  to  be 
interfered  with. 

But  when  we  run  into  this*  or  when  an  audit  is  made, 
immediately  after  it  is  completed,  cf  course  you  do  not 
have  all  the  cost s involved  coming  into  it. 

MR.  WARNER:  That  is  true  whether  there  is  competition 
or  not? 

MR.  EGTVEDT:  Yes  sir.  If  you  single  out  a single 
order,  as  1 started  to  say  late  yesterday,  it  might  be 
under  most  favorable  conditions  that  you  had  run  into  it, 
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and  you  might  show,  with  no  reflection  on  you,  a bigger 
profit  than  you  would  if  you  had  not  obtained  some  outside 
business  to  go  with  it. 

an 

Then  you  might  have  a certa/period  for  a long  time 
which  would  more  than  absorb  what  you  had  lost  on  any 
particular  contract  under  the  Vinson  Act,  or  you  might 
have  from  time  to  time  over  10  per  cent. 

In  other  words,  as  brought  out  by  the  figures  which 
I g&ve  yesterday,  taking  our  past  history  on  all  the 
Various  tmses  which  have  been  used,  we  have  shown  about 
9.6  per  cent  profit.  Whereas,  if  we  took  the  Navy  work 
and  p it  it  on  the  basis  of  the  Vinson  Act,  that  is,  under 
the  workings  of  the  Vinson  Act,  it  would  be  somewhere 
around  3 or  4 per  cent  which  we  would  have  made. 

MR.  WARNER:  You  mean,  if  it  is  limited  to  10  per  cent 
on  your  best  contracts,  that  if  you  take  the  worst  ones 
which  you  had  and  you  average  them,  it  would  have  that 
effect? 

as 

MR..  EGrTVEDT:  Yes  sir.  Of  course, /you  specified  yester- 
day, you  take  a big  gamble  on  a chance  to  make  that  amount 
of  money.  If  we  could  average  10  per  cent,  nobody  would 
complain.  We  have  not  averaged  quite  that  on  our  business, 
but  pretty  close  to  it,  and  I think  we  have  probably  been 
about  as  consistent  earners  as  anybody.  Of  course  I do  not 
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know  the  business  of  the  other  companies,  but  I iB&agine 
we  have,  because  our  record  is  fairly  consistent. 

MR.  WARNER:  These  inherent  difficulties  which  you 
have  just  mentioned  are  equally  true,  whether  the  business 
is  obtained  by  open  competition  or  negotiation,  are  they 
not? 

MR.  EGTVEDT:  Yes  sir,  that  covers  all  the  methods 

which  we  have  gone  through  in  the  past.  But  we  feel  that 

it  is  unfair,  that  is,  this  Vinson  Act  is  unfair  in  that 
one  respect,  and  I am  not  so  sure  that  10  per  cent  is  a 
desirable  profit.  It  all  depends  on  what  is  desired  to 
be  obtained. 

There  have  been  only  about  $265,000  taken  out  of  the 
company  in  dividends  from  its  inception,  and  we  have  con~ 
ducted  about  $30,000,000  worth  of  business.  The  rest  has 
been  put  into  development  of  new  designs  and  the  plant 
itself, 

MR.  WARNER:  That  is  9/10  of  1 per  cent. 

MR,  EGTVEDT:  Yes  sir,  that  is  all  which  has  been 
taken  out,  so  that  nobody  has  been  made  rich  by  it  at  all. 
That  is  on  our  business.  I am  not  talking  about  the  stock 
market.  That  is  not  a part  of  the  business. 

MR.  WARNER;  Your  idea  is  that  whatever  the  profit 
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might  have  been  in  very  wide  limits,  it  has  gene  back  into 
the  business.  If  there  had  been  more  profit,  you  would 
have  more  capital  investment,  and  if  there  had  been  less 
profit,  you  would  not  have  the  capital  investment  that  you 
now  have? 

MR,  EGTVEDT;  We  have  to  establish  more  capital  if 
we  handle  more  business,  ffe  have  to  have  it,  and  we  have 
to  keep  bringing  nour  equipment  up  to  date.  If  we  change 
over  from  one  typeof  construction  to  another,  like  metal 
construction,  we  have  had  to  change  the  type  of  equipment 
which  we  have  used,  and  we  are  trying  to  improve  methods 
of  production  so  as  to  lower  the  cost. 

MR.  WARNER;  You  have  been  unable  by  those  changes 
involving  depreciation  of  equipment  to  charge  them  against 
current  contracts  before  effecting  your  9.6  per  cent 
profit? 

MR.  EGTVEDTS  Of  course  capital  purchases  of  any 
kind  going  into  the  plant  are  put  into  the  capital  aoctpint , 
and  that  of  course  comes  out  of  the  period  allowed  by  the 
Internal  Revenue  Department,  which  might  be  in  some  cases 
10  and  sometimes  30  years.  They  come  in  to  the  gpner al 
depreciation,  whatever  is  allowed  on  capital  equipment. 


MR,  WARNER;  I am  trying  to  get  at  the  difference 
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between  the  two  figures,  outside  of  the  investment  in  your 

actual 

plant*  Do  you  find  your/rate  of  replacement  of  equipment 
has  to  be  more  rapid  than  allowed  by  the  Internal  Revenue? 
You  say  you  have  a profit  of  9.6  per  cent,  which  is  de- 
termined after  the  allowance  for  depreciation  of  equipment, 
and  you  have  a net  removal  fiom  business  of  9/10  of  1 per 
cent,  and  the  difference  between  the  two  represents  some- 
thing, I suppose,  besides  the  construction  of  additional 
factories o I thought  your  current  development  of  any 
models  was  directly  covered,  and  that  your  purchase  of  any 
equipment  was  indirectly  covered  through  purchases  year  by 
year,  before  your  profit  was  calculated. 

MR*  EGTVEDT : That  is  true.  The  depreciation  of 
equipment  and  plant  comes  out  over  a period  of  time  in 
the  allowance  that  is  allowed  for  depreciation.  Now, 
whether  that  checks  out  exactly  with  what  it  happens  to  be, 
or  whether  their  allowance  is  greater  or  not,  I could  not 
Just  tell  you  off  hand. 

MR.  WARFERJ  Then  the  additional  three  million  of 
profit  which  has  not  been  taken  out  is  represented  in  the 
increased  current  value  of  the  plant  over  what  it  was  15 
years  ago? 

MR.  EGTVEDT:  Yes  sir. 
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MR.  WARNER:  Is  that  represented  by  the  difference 

in  the  value  at  that  time  and  the  present  book  value,  minus 
depreciation  allowances  so  far  accrued? 

MR„  EGTVEDTs  Will  ,you  state  that  again? 

MR.  WARNER:  In  1917,  we  will  say,  your  plant  had 

a certain  current  value. 

MR.  EGTVEDT;  Yes  sir. 

MR.  WARNER:  Since  then  you  have  bought  a lot  of 

machinery  and  today,  if  you  add  tho  cost  of  everything  put 
in  the  plant  and  deduct  all  the  accrued  depreciation 
allowed  up  to  the  present  time,  yen  have , presumably,  the 
present  book  valu©  of  the  plant? 

MR.  EGTVEDT:  That  is  right. 

MR.  WARNER:  I take  it  that  the  profits  that  you  used 
to  put  back  into  the  business  would  be  represented  by  the 
difference  between  those  two  figures.  Perhaps  the  point 
is  not  of  enough  importance  to  argue  in  great  detail,  but 
when  we  hear  that  you  have  only  taken  9/l0  of  1 per  cent 
out  of  the  business,  we  would  like  to  know  approximately 
what  that  represents.  It  seems  a small  figure  and  not 
very  provocative  of  interest  on  the  part  df  newcomers. 

MR.  EGTVEDT:  I could  check  up  on  your  question  and 

find  out  for  you  the  details.  I could  not  tell  you  now 
except  in  a general  way,  that  that  is  all  which  hasbeen 
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taken  out,  and  the  rest  put  into  “building  up  our  plant  or 
into  experimental  stuff, 

MR  © WARNER:  Which  you  could  not  count  up  before 
figuring  your  profits? 

MR,  EGTVEDT:  Yes  sir*  In  other  words,  it  is  the 

development  of  the  business,  including  the  sales  of  the 
business  as  well  as  the  plant  itself,  I can  give  you  the 
actual  figure,  if  you  want  it,  of  what  was  taken  out  in 
dividends, 

MR,  WARNER:  I think  you  have  given  it  close3y  enough. 
You  said  $885,000  or  thereabouts, 

MR.  EGTVEDT:  #396,000, 

MR,  WARNER:  That  is  certainly  accurate  enough  for 
our  purposes.  We  are  jis&t  interested  in  knowing  that  it  i£ 
in  the  neighborhood  of  1 por  cent, 

MR,  EGTVEDT:  Yee  sir. 

MR*  WARNER:  Your  fourth  recommendation  is;  ”Cur- 
t ailment  of  design  supervision  on  experimental  projects,” 

It  has  been  suggested  that  one  of  the  best  ways  to 
do  this  thing  is  to  retain  the  so-called  speculative  con- 
tract which  most  industries  do  not  seem  to  like.  The 
Army  and  the  Ngyy  will  supervise  the  thing,  if  they  promise 
to  pay  for  it,  but  if  they  have  promised  to  buy  it  and  it 
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turns  out  not  to  be  good,  they  have  no  excuse  for  doing  it# 
MHr  EGTVEDT:  That  sounds  fair  enough#  I do  think 

that  in  regard  to  the  supervision,  though,  that  there  is 
a possibility  of  doing  more  of  it  than  is  necessary, 

MR#  WARMER:  Even  under  the  contractual  arrangement? 

MR#  EGTVEDT:  Yes#  I see  no  reason  why  they  should 
not  naturally  lave  the  right  of  supervision,  but  sometimes 
it  goes  a little  further  than  seems  desirable. 

Here  is  a case  which  we  had:  We  started  out  with 
one  design®  There  was  one  group  in  the  technical  sense 
which  sponsored  the  specif  i cat  icons  — * 

MR.  WARNER?  May  I ask,  is  this  Army  or  Navy,  be- 
cause their  practices  seem  to  be  quite  different^ 

MR.  EGTVEDT:  That  happens  to  have  been  the  Navy. 

They  sponsored  or  approved  the  specifications  which  went 
out  with  the  original  contract#  It  was  necessary  for  theft 
to  alternate  and  go  on  other  duty,  some  of  these  members, 
and  after  we  reached  the  mark-up  stage,  we  had  some  new 
ones  to  deal  with®  The  result  was  that  they  had  some 
different  ideas,  and  under  the  approval  of  the  design  the 
right  was  exercised  to  incorporate  their  personal  ideas 
at  that  stage,  which  were  quite  different  than  the 
original  plans  which  we  had  in  mind  to  carry  out. 
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Then,  as  we  went  along , we  ran  into  a situation 
further  along,,  where  we  had  completed  that  stage  and  had 
submitted  it,  but  we  got  it  bach,  and  we  had  to  make  a 
brand  new  design  all  the  way  through,  as  their  ideas  of 
launching  bombs  had  changed,  and  we  had  Id  go  from  a cross 
axle  landing  gear  to  a cantilever  gear,  and  that  change 
was  made3  That  covered  two  years. 

MR.  WARNER:  Two  years? 

MR.  EGTVEDT:  Before  we  got  it  out.  I figure  it 

was  a oase  of  our  effort  and  theirs,  and  when  we  got 
through  we  could  not  incorporate  all  the  new  ideas  as  they 
came  along  on  the  old  back  log,  on  which  we  started  and 
expect  to  get  the  right  result e0  We  should  have  had  it 
done  within  a year  Ts  time  and  over  with,  and  ft&VS  put  the 
new  ideas  into  effeot  where  they  were  better  fitted  and 
would  have  gotten  better  results.  As  it  was,  there  was 
no  production  of  the  airplane  with  all  the  effort  put  into 
it,  and  the  cost  to  us  was  more  than  twice  what  we  received 
for  it. 

MR.  WARNER:  So  that  the  airplane  was  far  advanced 

toward  obsolescence  before  you  were  through  with  the  ex- 
perimental stage  in  that  case? 

MR.  EGrTVEDT:  That  is  right.  I feel  that  in  as 
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experimental  airplane,  the  idea  of  the  model  ae  a whole 
should  be  tried  out  as  soon  as  possible,  with  as  little 
polish  and  so  forth,  to  see  if  it  has  some  worth,  before 
you  go  and  spend  a lot  of  money  on  it.  That  is  what  I 
think  about  a design,  submitting  a lot  of  information, 
data  to  be  approved  and  so  forth*  If  that  could  be 
limited  to  a reasonable  amount  and  get  the  airplane  out 
and  try  it  out,  with  the  least  possible  cost,  not  over- 
looking anything  as  to  safety  to  find  out  if  it  is  a de- 
sirable type,  and  spend  the  least  amount  of  money  you  can 
on  it  to  reach  that  stage,  that  you  will  make  progress 
faster  than  you  can  the  other  way, 

MR,  WARNER:  Here  is  another  matter  of  apparent  con- 
flict. I have  been  reading  over  the  earlier  pages  of 
your  brief,  in  which  you  make  a great  many  points  re- 
garding the  present  practice  of  the  Services,  and  it  seems 
to  me  that  a great  many  of  your  suggestions  are  in 
principle,  to  in  fact,  requests  for  a great/ formality, 
a greater  rigidity  of  procedure.  You  speak  of  evaluation 
as  though  you  want  it  to  be  moire  in  accord  with  definite 
and  determinate  rules,  of  sticking  to  the  opening  date 
and  not  making  amendments  and  proposals,  and  defining  ex- 
actly what  production  practice  means,  and  so  forth;  and 
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yet  we  hear  some  complaint  that  there  is  too  much  rigor 
now,  an<i  that  under  the  present  Army  system  of  procedure, 
in  particular,  the  whole  procedure  is  so  formal  and  so 
bound  around  with  regulations  that  it  has  been  dehumanized, 
and  iticie  no  longer  possible  for  a contractor  to  get  the 
sort  of  informal  information  he  wants  from  the  Servioe, 
unless  there  is  a favor  given  to  some  one  competitor  in 
connection  with  such  competition*  And  that  the  Navy^ 
much  more  informal  procedure  of  receiving  designs  from 
established  and  experienced  manufacturers,  but  without 
any  formal  advertisement  of  design  competition  to  the 
wide  world,  has  been  held  up  to  us  in  contrast  as  perhaps 
offering  more  profit  and  a much  better  chance  of  getting 
a more  desirable  article* 

Do  you  want  more  formality  or  less  in  general? 

MR*  EGTVEDT : I want  less*  My  comment  here  is,  if 

we  have  to  have  them,  in  other  words,  if  we  are  down  under 
their  thumb  and  would  have  to  have  them,  we  would  like  to 
be  on  a basis  so  that  we  would  know  what  is  going  to  be 
the  final  result.  We  dorot  want  too  many  variables. 

Most  of  yhis  is  on  the  basis  where  we  have  to  determine 
unknown  quantities,  and  we  do  not  know  what  we  are  up 


against  and  cannot  figure  prioes,  and  are  taking  a big 
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gamble*  If  we  are  going  to  have  to  follow  that  pro- 
cedure, we  want  to  know  something  about  the  extent c that 
the  construction  is  going  to  be. 

MR.  WARNER:  You  are  quite  content,  then,  that  the 

whole  procedure  should  be  discretionary  and  be  left  in  the 
hands  of  competent  personnel,  but  if  it  is  conducted  through 
a rule  book,  you  want  that  complete,  is  that  it? 

MR.  EGTVEDT;  Yes  sir.  I think  the  Services  are 
ocmpetesnt.  Yesterday  the  point  was  brought  up  about 
leaving  it  in  the  hands  of  one  man  to  decide  seme  of  these 
issues.  I do  not  feel  that  is  desirable,  but  I do  & el 
that  the  Service  as  a whole,  which  desires  to  procure  air- 
planes, should  be  in  a position  to  decide  who  are  and  who 
are  not  qu&lified  manufacturers  and  who  have  the  proper 
facilities,  and  financing,  and  all  those  various  things, 
so  that  they  can  also  determine,  if  given  an  opportunity 
to  purchase  in  different  ways,  which  way  is  to  the  best 
advantage  of  the  Service. 

MR.  WARNER:  There  have  been  contractors  for  both 
Services  who  have  spoken  very  highly  of  the  general  pro- 
cedure that  the  Navy  was  using  prior  to  the  recent  dis- 
cussion and  controversy  over  procurement  methods,  that  is, 
roughly,  prior  to  a year  ago.  Have  you  found  that  satis- 
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factory  from  the  point  of  view  of  the  contractor,  the  so- 
called  informal  design  competition,  the  flight  competition 
and  the  negotiation  of  reproductinn  orders,  which  in  gener- 
al went  to  the  original  designer,  but  without  any  legal 
obligation  to  so  order?  I am  suggesting  that  you  take 

that  ub  a point  of  departure*  It  was  a procurement 

% 

system  which  was  worked,  out  and,  which  was  applied,  over  a 
period,  of  years.  Do  many  of  these  specific  points  of 
criticism  which  you  have  in  mind,  here  apply  to  technique, 
and.,  if  so,  which  ones  are  most  important?  You  speak 
particularly  of  committing  yourself  on  options  way  ahead 
of  the  date  of  delivery.  That  would  apply  to  the  Navy’s 
method,  which  seems  to  have  been  largely  one  of  option. 

ME,  EG-TVEDT:  Options  are  good  and  bade  In  times 

where  you  feel  that  your  costs  are  going  to  remain  sub- 
stantially the  same,  you  feel  that  it  is  an  advantage  to 
ha/e  an  option,  because  you  are  giving  yourself  an  oppor- 
tunity to  have  an  extended  amount  of  business  by  such  an 
option.  But  where  you  cannot  determine  what  your  costs 
are  going  to  be,  and  there  is  a fluctuating  market  either 
as  to  labor  or  as  to  materials,  it  would  be  most  unwise 
to  try  to  figure  out  what  it  would  be  two  year’s  henoe. 

If  you  tie  yourself  down  to  something  and  the  market 
goes  up,  and  you  have  to  pay  more,  or  if  the  Comptroller, 
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a§  he  might  very  well  do,  ruled  that  you  have  to  stay  to 
those  prices  that  are  quoted  in  your  proposal,  you  would 
lose  a lot  of  money. 

On  the  other  hand,  there  is  nothing  which  would  bar  the 
Servioe  calling  for  new  bids  in  case  the  costs  would  go 
down.  So  that  you  are  just  tying  yourself  up  to  an 
additional  risk  by  doing  the  business  on  that  basis. 

I think  in  the  Navy  in  the  past  it  wqs  not  specifically 
hard  to  negotiate,  unnecessarily,  and  I do  not  want  to 
infer  anything  like  that,  but  I do  think  that  under  present 
conditions  it  is  pretty  diffioult  for  us  * — and  X would 
not  like  to  be  disqualif iedf rom  bidding  because  d did  not 
want  to  submit  prices  two  years  hence  on  construction  tw a 
years  hence. 

MR.  WARNER;  That  is  the  result  of  a peculiar  ecpnomio 
situation? 

MR.  EGTVEDT:  Yes  sir. 

MR.  WARNER:  Which  leads  you  to  anticipate  peaks  and 
rapid  price  fluctuations  as  a possibility,  and  you  have 
not  the  opportunity  of  hedging  by  selling  airplanes  short, 
as  a miller  has  im  dealing  with  the  wheat  cropT 

MR.  EGTVEDT;  No. 


MR.  WARNER:  Now,  under  engineering  you  have  made  a 
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number  of  observations,  most  of  which  seem  to  boil  them- 
selves down  to  the  fact  that  you  would  like  to  see  the 
Army  and  Navy  get  together,  and  you  would  like  to  see  every 
Service  get  together  so  that  there  would  be  consistency  of 
procedure,  and  so  that  the  responsibility  for  the  approval 
of  the  various  phases  of  the  design  would  be  either  central- 
ized or  at  least  left  in  a determinate  location. 

MR*  EGTVEDTs  Yes  sir. 

MR.  WARNER:  Is  that  a fair  summary?  I am  trying  to 
get  some  of  these  matters  into  the  lecord  in  an  abbreviated 
form  for  our  future  reference  in  connection  with  these 
suggestions  I am  putting  to  you. 

MR.  EGTVEDT;  Wq  have  certain  requirements  to  be 
followed  in  the  lay-out  of  stress  analysis  and  design 
strength  of  the  airplane  by  the  Commerce  Department  and  by 
the  Navy  and  by  the  Army.  And  the  substantial  result 
which  you  obtain  is  the  same«  In  other  words,  we  get 
about  the  same  strength  in  the  airplane  when  we  are  done, 
bi&b  the  method  of  accomplishing  it  is  slightly  different. 

We  feel  on  those  fundamental  things,  where  they  can  be  donc- 
fairly,  there  is  no  reason  why  we  should  have  to  train  men, 
because  they  are  trained  out  at  our  place  today  upon  the 
basis  that  there  are  three  different  systems  and  any  new 
man  coming  in  cannot  know  the  Army  system,  the  Commeroe 
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Department  system  or  the  Navy  system,  and  so  forth. 

MR.  WARNER:  You  have  not  only  three  different  sets 

of  faotorB,  but  actually  three  distinct  techniques? 

MR.  EGTYEDT:  The  requirements  as  to  factors  are 
entirely  apart  and  the  factors  are  entirely  apart*  You 
have  things  like  the  flight  load  ihctors,  wing  load  dis- 
tribution methods,  horizontal  surfaoe  loading*  vertical 
surfaoe  loading,  control  system  requirements,  landing  gear, 
tail  gear,  fusil  age  and  miscellaneous. 

MR.  WARNER:  If  you  care  to  file  any  of  these  things 
that  you  are  referring  to,  we  would  be  glad  to  have  them. 

If  there  are  any  additional  memoranda  which  you  want  to 
file,  in  a single  copy,  we  would  be  glad  to  have  them 
for  examination.  You  do  not  need  to  turn  over  anything 
you  do  not  want  to,  but  if  there  is  anything  that  you  do 
not  care  to  read  in  detail  which  you  would  like  to  have 
us  have  a record  of,  we  would  be  glad  to  receive  it. 

Mr.  Egtvedt:  I would  be  very  glad  to  submit  this 

memorandum.  This  is  just  a summary  by  our  chief  stress 
man  of  some  of  the  Blight  faotors,  and,  as  I say,  the  re- 
sult s are  practioally  the  same  in  the  long  run,  but  it  is 
a case  of  using  different  methods  and  working  with  differ- 


ent situations* 
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MR#  WARMER:  I have  one  additional  question  of  some- 

what  broader  interest#  Under  Subdivision  (&) , you  have 
spoken  of  the  extreme  desirability  of  having  two  souroes 
of  supply  for  each  type#  At  Seattle  we  had  some  con- 
versation with  you,  Mr.  Monteith,  %.  Oaxr,  and  other 
members  of  your  organization,  on  that  subjeot,  and  at  that 
time  I understood  you  were  a little  in  doubt  and  felt 
that  the  cost  to  the  Government  from  split  service  order 
might  be  excessive  unless  the  quantities  to  be  purchased 
were  much  larger  than  in  the  past.  Perhaps  it  is  the 

result  of  further  experience  or  further  thought,  based 

are  you 

upon  that  conversation,  bp,lj/of  the  very  definite  opinion 
that  there  is  an  advantage  in  splitting  the  order,  outside 
of  any  increase  in  cost, 

MR#  EGTVEDT:  The  thought  there  is,  if  there  is  any 

question  as  to  the  results  that  might  be  obtained  by  ne- 
gotiation or  even  in  competition,  there  should  be  on  a 
given  type  as  much  competition  to  spur  a manufacturer  on 
to  meet  the  beet  development  as  possible#  If  he  is  not 
getting  the  results,  he  is  not  going  to  be  able  to  sell 
hi 8 airplane,  naturally#  But  if  some  one  has  obtained 
very  good  results,  for  instance,  on  a pursuit  model  for 
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years,  and  suddenly  begins  not  to  get  results,  it  might 
be  possible  for  some  other  manufacturer,  who  has  worked  on 
a different  type  of  plane  right  along,  to  step  right  in  and 
to  produoe  an  advanced  design  on  that  particular  one.  I 
am  not  saying  it  is  not,  because  I think  it  can  be  done, 
but  not  always. 

MR.  WARMER:  Mow,  there  are  two  different  methods  of 
procurement,  one  of  which  may  or  may  not  reqire  two  sources 
of  supply  and  the  other  very  definitely  does.  Your 
company,  I think,  offers  an  excellent  example  of  both  in 
a space  of  lees  than  13  years,  and  we  would  like  to  have 
your  impression  of  the  two  in  comparison.  There  was  a 
period,  roughly  from  1933  to  1930,  I should  say,#hen  the 
Army,  more  or  less  by  a deliberate  policy,  was  keeping 
Boeing  and  Curtiss  active  in  the  production  of  pursuit 
planes,  a Sometimes  you  had  more  than  one  half  the  busi- 
ness, and  sometimes  less  than  one  half,  but  there  never 
was  a time  when  there  were  not  pursuit  orders  both  in 
the  Curtiss  plant  and  your  own,  and  the  two  types  were 
carried  forward  more  or  less  in  parallel.  Presumably  you 
watched  each  other  olosely,  and  every  time  one  fellow  got 
a little  more  or  showed  an  improvement  in  performance, 
the  other  one  worked  twice  as  hard,  from  the  days  of  the 
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F4-B  down  to  the  P-26  and  P—12 • That  is  one  method  of 
procurement.  The  Army, * presumably,  was  willing  to  con- 
sider pursuit  airplanes,  from  other  sources,  but  if  they 
had  received  any,  they  would  have  been  a little  bit  sur- 
prised. It  was  unusual  for  designs  to  oome  from  any- 
where else,  because  other  designers  were  working  on  other 
types  of  aircraft  for  the  Army. 

The  other  method  seems  to  have  prevailed  with  the 

/ 

Navy  in  the  last  few  years.  There  was  a time,  if  I under- 
stand rightly,  when  you  had  all  the  Navy  fighter  busi- 
ness in  the  days  of  the  F-4-B,  or  practically  all. 

MR,  EGTVEDT:  I do  not  think  we  ever  had  it  all. 

Mg.  WARNER:  Bid  you  not  have  all  the  production 
orders? 

MR.  EGTVEDT s I think  we  had  the  majior  part  for  a 
while,  but  I think  Curtiss  sold  some  other  models  in 
smaller  quantities,  all  through  that  time. 

MR.  WARNER:  I thought  it  was  their  general  technique 
to  take  in  each  category,  and  take  the  one  which  seemed 
to  bo  the  best  design  and  work  on  that.  Now,  if  I under- 
stand right  — although  again  the  particular  fact  is  not 


important  — » all  of  the  orders  most  recently  have  been 


30s 


3987 

going  to  Grumman  in  the  fighter  class,  and  you  have  none 
just  at  present*  That  is  the  other  method  of  procurement . 

MR.  EGTTOQT;  Yes  sir. 

MR.  WARNER:  To  hold  a series  of  design  competitions, 

to  hold  the  design  competition  every  time,  in  fact,  when 
you  expect  to  order  a lot  of  new  aircraft,  and  then  order 
the  lot  from  the  design  which  appears  most  desirable  in 
the  competition, "as  contrasted  with  the  procedure  of 
keeping  two  or  more  types  in  a constant  stage  of  evolution, 
and  carrying  them  forward  by  an  endless  succession  of  short 
s t ep  e • 

What  would  be  your  comment  on  the  relative  virtues  of 
those  tworm&thods  being  most  advantageous  to  the  aircraft? 
Which  way  do  you  feel  it  has  the  greatest  incentive  and 
the  greatest  opportunity  for  you  to  get  out  good  machines? 

MR.  EGi'VEDT:  I think  we  have  the  same  incentive 

either  way. 

MR.  WARNER:  Have  you  ha.d  the  same  success?  Is  there 
any  advantage  from  your  point  of  view  in  working  constantly 
on  tfoekt  and  got tishg  a succession  of  small  orders,  with 
the  expectation  that  every  order  will  show  some  progress 
over  the  preceding  one,  and  there  will  never  be  any  sudden 
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termination  through  the  introduction  of  a radically  new 
design? 

MR.  EGTVEDT:  Yes  sir,  it  is  of  advantage  to  the 

industry. 

MR.  W.ARNER:  I am  not  thinking  of  the  industry,  but 
I am  thinking  more  of  the  advantage  to  the  service,  as 
measured  in  the  quality  of  the  airplane. 

MR.  EGTVEDT : - As  to  the  advantage  to  the  Service, 

I think  they  would  have  to  determine  that.  I do  not  know 
that  I can, 

MR.  WARNER:  But  you  are  in  a position  to  determine, 

I think,  the  quality  of  the  airplanes  which  you  produce. 
You  must  be  especially  proud  of  some  line  of  development  i 
in  which  Boeing  has  been  engaged,  and  you  may  feel  that 
some  of  them  have  been  more  of  a credit  to  your  company 
and  your  designing  staff  than  others,  fhiohmethod  seems 
to  give  the  greatest  opportunity  for  the  development  of 
an  ideal  product? 

SR.  EGTVEDT : X think,  if  you  are  talking  of  the  planes 

from  the  standpoint  of  standing  up  in  service,  that  the 
longer  the  development  continues  on  from  one  stage  to 


another,  the  better  service  quality  the  plane  will  have 
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from  the  standpoint  of  maintenance  and  service  and  from 
that  angle*  As  to  whether  you  willget  the  maximum  per- 
formance that  way  would  he  the  balance  against  it. 

I feel,  for  instance,  in  the  last  series  of  F-4-B 1 a 
which  went  into  the  Service,  this  way;  We  have  had  just 
few  Service  complaints  from  those  airplanes*  They  have 
given  very  good  service  on  all  the  oruisers,  on  deck  and 
in  all  their  operations,  and  I think  new  models  getting 
on  naturally  have  to  go  through  a little  growth  to  get 
that*  You  do  not  get  that  right  away. 

MR.  WARNER;  That  is  a very  interesting  point.  It 
has  been  suggested  in  public  testimony  and  in  our  dis- 
cussions with  some  of  the  witnesses,  that  the  design  com- 
petition method  is  peculiarly  likely  to  produce  radical 
development  and  radical  improvement,  and  that  where  you 
keep  two  manufacturers  running  along  in  parallel,  and  con- 
stantly watching  each  other,  that  you  will  improve  the 
progress  and  improve  the  service  quality,  but  the  marked 
innovation  that  may  lead  to  a spectacular  gain  in  per- 
formance wonH  be  there,  because  neither  one  will  pursue 
that  course.  But,  so  far  as  England  3s  concerned,  there 
are  two  well  known  firms  there  who  have  been  building 
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fighters  for  a groat  many  yoare , and  they  will  continue 
to  build  wire  braced  fighters  without  end,  and  in  this 
country  the  spectacular  innovation  in  the  P-26  appeared 
only  when  the  method  which  the  Army  used  up  to  1930  was 
abandoned,  when  the  wide  world  was  brought  in  and  told 
to  submit  projects  and  see  how  radical  they  could  be  and 
how  good  a showing  you  oould  make  by  them, 

MR,  EGTVEDTi  I do  not  think  that  that  is  correct. 

This  is  what  happened  in  our  case;  A while  ago  you 
mentioned  ©rumman  getting  into  this  fighter  business. 

What  happened  was  that  we  went  along  as  far  aswe  felt  we 
oould  go  with  that  particular  type  in  the  way  of  getting 
improvements  and  still  meeting  the  requirements  of  deck 
landing,  and  so  forth.  We  felt  that  with  the  type  of  engii 
which  we  had,  and  the  size  of  airplane,  outside  of  putting 
on  streamline  on  the  wheels,  which  are  not  very  good  for 
Service  use,  and  under  Service  conditions,  that  there  was 
not  a great  deal  tte&t  oould  be  done  to  that  particular 
airplane.  We  could  not  put  a retraotable  gear  on  it, 
because  of  the  fact  that  we  oould  not  house  the  wheel  in 
the  body,  and  we  had  to  go  to  some  other  design. 

In  the  meantime,  we  had  been  working  on  enlarging 
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the  piano, with  retractable  gears  and  low  wing  cantilevers, 
and  I tried  to  sell  them  before  the  last  order  for  the 
F-4&B  was  placed  an  internally  braced  monoplane  of  the 
typse  we  are  now  delivering  to  the  &Pmy  as  an  experiment, 
and  I tried  to  soil  it  to  the  Army  Serviced  The  Navy 
turned  me  down  and  said  it  was  too  radical  for  them  to 
try,  and  no  doubt  it  was  for  their  deck  carrier  purposes* 
And  yet  we  felt  that  if  we  had  in  mind  getting  ahead,  we 
had  to  go  to  something  quite  different  than  sticking  to 
what  we  had. 

So  that  we  took  a broad  gamble  and  went  out  into 
that  field,  and  when  that  happensed  we  really  got  off  the 
wagon  for  a while  there  and  we  have  not  got  b&ok  on. 

MR.  WARNER:  You  do  not  feel  that  the  other  is  trtih;-- 

competition,  then? 

'■  MR.  EGTVEDT:  No. 

MR.  WARNER2P inhere  you  increase  the  acceleration  of 

i 

the  competition? 

* 

MR.  EGTVEDT:  All  we  did  do  was  on  our  own  account* 

When  I presented  this  particular  design  to  the  Army,  they 
felt  we  should  go  through  the  stage  of  the  externally 
braced  Job,  being  used  there,  and  we  had  to  turn  around 
and  change  what  we  had  proposed,  the  internally  braced 
jjtob  to  the  externally  braced  type,  which  we  brought  out 
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in  the  P-2S,  and  go  through  that  development  before  going 
to  the  other. 

There  was  a lot  of  conversation,  both  in  the  Army  and 
Navy, at  the  time,  that  due  to  oertain  failures  of  low- 
wing  monoplanes,  buffeting  variables,  wing  flutter  and  tail 
flutter  on  cantilever  surfaces  by  other  types  of  planes, 
that  it  was  not  a wise  policy  to  make  that  jump  all  at 
once,  and  that  the  planes  might  not  maneuver  right,  and 
in  type  maneuvers  peculiar  things  happen  to  the  airplane. 
All  those  things  came  out  because  we  had  no  actual  article 
to  prove  they  did  not.  We  still  had  a plane  in  the  mono- 
lay,  as  you  will  remember,  which  was  a large  commercial 
job,  and  we  brought  out  these  otfcaer  ideas  at  that  time 
during  the  development  of  that.  But  we  did  not  get  any- 
where with  bracing  it. 

So  that  it  is  not  always  a case  of  pressure  being 
brought  upon  us  to  bring  in  something  better.  Sometimes 
we  cannot  get  along  with  what  we  bring  in.  It  is  just 
ahead  or  it  is  not  considered  satisfactory  and  sometimes 
it  is  not  satisfactory,  that  is  true, 

MR.  WARNER;  Thank  you. 

THE  CHAIRMAN;  Mr.  Hunsaker,  any  questions? 
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THE  CHAIRMAN:  Thank  you  very  much,  Mr.  Egtvedt. 
(fitness  Excused.) 

THE  CHAIRMAN:  We  will  adjourn  until  tomorrow  morning 
at  9:30. 

(Whereupon,  at  4; 45  o* clock  p.  m. , an  adjournment 
was  taken  until  tomorrow  morning  at  9:30.) 
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PROCEEDINGS 
STATEMENT  OF  MR.  LEIGHTON  W.  ROGERS, 

GENERAL  MANAGER,  AERONAUTICAL  CHAMBER 
OF  COMMERCE. 

MR.  LANE.  For  the  purpose  of  the  record,  may  we 
have  a brief  history  of  your  past  and  present  connection 
with  aeronautics? 

MR.  ROGERS.  My  first  actiive  connection  with  aero- 
nautics started  in  1921,  when  I was  in  the  foreign  ser- 
vice of  the  Department  of Commerce.  I was  sent  to 
Europe.  I began  then  to  follow  European  developments 
in  air  transport  principally,  and  then  to  get  into  a 
study  of  European  methods  of  promoting  foreign  trade  in 
aircraft  and  equipment.  I followed  this  for  the  Depart- 
ment of  Commerce  actively  for  five  years,  until  1926. 

I was  five  years  in  the  foreign  field  when  I returned  to 
the  United  States  and  following  a policy  established  by 
the  Congress  and  using  funds  appropriated  by  the  Congress 
was  directed  to  organize  a section  in  the  Department  of 
Commerce  to  promote  the  sale  of  American  aircraft  and 
equipment,  which  I did  from  1926  until  1933.  I then  left 
the  Department  of  Commerce  to  take  over  my  present  work 
with  the  Aeronautical  Chamber  of  Commerce.  My  experience 
in  the  field  of  foreign  sales  i&  five  years’  active 
duration  in  the  field  and  seven  years  with  the  United 
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States  Government  in  Washington. 

MR.  LAMS.  This  appendix  K,  I presume,  is  your  state- 
ment. Apparently  it  is  full  of  statistics.  For  the  pur- 
pose of  abbreviating  it,  would  it  not  be  possible  for 
you  just  to  take  the  headings  and  go  through  it,  and  give 
us  the  high  lights  of  it  and  then  let  us  digest  the  brief? 

MR.  ROGERS.  I would  prefer  to  do  that. 

The  first  part  of  the  statement  is  the  picture  of 
the  present  status  of  the  export  business  of  the  American 
aircraft  industry.  I would  like  to  touch  on  the  importance 
of  this  business  to  the  industry  and  then  touch  upon 
the  competition  that  exists  in  the  field. 

It  is  a small  business  in  dollars  and  cents,  running 
in  the  last  two  or  three  years  around  $10,000,000,  al- 
though yesterday  I was  somewhat  surprised  to  learn  that 
the  first  nine  months  of  this  year  it  has  run  up  to 
well  over  $13,000,000. 

The  percentage  of  domestic  business  is  very  impor- 
tant to  the  aviation  industry  in  this  country. 

You  gentlemen  recall  that  our  aviation  policy  had 
three  main  bases,  and  they  are  interdependent.  We  were 
encouraging  the  development  of  the  domestic  industry. 

We  were  supporting  that  by  military  orders  and  by  the 
development  of  an  air  transport  system  and  the  development 
of  private  flying.  The  military  business  has  gone  along 
fairly  well  according  to  plan.  Air  transport  has  devel- 
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oped,  and  in  the  last  two  or  three  years  has  just  come 
into  the  picture  in  the  form  of  replacement  orders 
for  the  industry,  which  are  of  some  importance;  but  the 
development  of  private  flying  did  not  materialize  the  way 
founders  of  the  policy  hoped  and  on  that  side,  at  least, 
the  manufacturing  industry  which  it  was  expected  to  encour- 
age and  support,  had  suffered.  They  therefore  had  to 
seek  other  sources  of  bus!  ness  and  they  went  after  the 
international  business  with  considerable  success. 

If  you  go  into  the  factory  itself,  it  is  interesting 
to  see  just  how  useful  this  foreign  business  is.  It,  of 
course,  provides  an  additional  market  and  enables  the  man- 
ufacturer to  operate  more  economically  and  to  utilize 
his  equipment  fully  and  spread  his  costs,  particularly 
his  depreciation  costs,  over  a larger  area. 

The  building  up  of  this  foreign  business  enables 
the  American  manufacturer  to  reduce  the  cost  of  his  equips < 
ment  to  the  United  States  Government  for  the  same  reason 
that  I gave  first,  it  enables  them  to  charge  off  a propor- 
tion of  the  fixed  charges  and  overhead  to  that  business 
which  otherwise  would  have  to  be  put  out  in  the  cost  of 
the  equipment  manufactured  for  the  Government. 

In  meeting  foreign  demands  for  changes  in  the  equip- 
ment, it  enables  the  manufacturer  to  adapt  those  ideas 
and  place  them  at  the  disposal  of  the  Unit  ed  States  air 
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forces  for  use  in  case  they  wish  to  use  them,  and  we 
have  occasionally,  I am  told,  picked  up  some  pretty  good 
pointers  in  that  way. 

Of  course, we  all  know  that  all  foreign  trade  is  always 
and  inevitably  traveling  on  a round  t rip  ticket.  There 
i s no  such  t hing  as,  in  the  long  run,  selling  a customer 
and  not  buying  from  him.  You  have  to  pay  for  it  one 
way  or  the  other,  and  our  foreign  sales  of  aircraft  equip- 
ment balance  off  with  purchases  by  us  in  other  commodities 
and  it  is  beginning  to  form  an  important  item. 

Our  exports  of  aeronautical  equipment  give  a pretty 
good  indication  of  the  statue  of  aviation  facilities  of 
other  countries,  I do  not  think  it  is  actively  used  to 
that  end  in  the  United  States,  but  the  people  who  study 
the  situation  can  tell  "pretty  well  how  the  forces  of  the 
purchaser  stand.  People  who  have  their  own  industry  are 
not  going  to  buy  from  us,  and  usually  if  they  cannot 
buy  abroad  they  are  going  to  try  to  build  up  their  own 
industry.  In  many  instances  I think  iiyis  a good  idea  to 
have  them  buying  from  us,  both  from  the  industry’s  point 
of  view  and  from  the  political  point  of  view.  There  are 
other  reasons  why  I think  the  trade  is  worthy  of  mainten- 
ance, from  the  point  of  view  of  the  welfare  of  our  own 
industry,  and  of  course  there  are  some  reasons  and  there 
is  a school  of  thought  which  says  that  it  should  not  be 
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maintained.  It  goes  back  pretty  deep  to  a matter  of  fun- 
damental philosophy,  and  I have  no  quarrel  with  people 
who  disagree  with  that. 

I do  wish  to  point  out  that  I think  the  United  States 
has  always  followed  the  polid.  es  in  these  matters  establishe 
by  its  Government,  and  so  far  as  I know  the  aviation  indus- 
try will  continue  to  do  so. 

If  it  is  decided  to  support  the  foreign  sales  of 
American  air  craft  and  equipment,  there  are  certain  items, 
certain  methods  to  be  considered,  and  certain  elements  of 
competition  to  be  considered.  I note  in  this  morning* s 
paper  two  items  that  are  fairly  significant.  One  tells 
about  the  reception  of  the  disarmament  plan  of  the  United 
States  Government  and  indicates  reluctance  on  the  part 
of  Italy  to  follow  it.  Another  item,  dated  Rome,  is 
that  Italy  is  getting  ready  to  drive  the  United  States 
out  of  the  Chinese  airplane  market. 

"A  consortium  has  been  formed  by  the  three  largest 
manufacturers  - under  government  jurisdiction  and  with 
government  support  - to  sell  Italian  planes  in  China  at 
cost. 

"The  government  will  appoint  Lieutenant  Furio  Drago 
to  head  the  Italian  aviation  school  in  China,  which  hith- 
erto has  Specialized  in  bombing  instruction,  but  now  will 
branch  out  into  all  lines  of  aviation  instruction  in  com- 
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petition  with  the  American  school. 

" Dr ago  formerly  was  attache  to  General  Ohiang- Kai- 
Shek,  China1 s military  overlord.  He  replaces  Major 
Mario  de  Bernardi,  Schneider  cup  winner,  who  has  returned 
to  Italy.  This  nation  already  has  sent  20  bombers  to 
China,  and  is  manufacturing  more  at  Turin  and  Milan.” 

The  competitive  elements  in  this  business  have  some 
interesting  aspects.  There  are  certain  outstanding  points 
that  need  to  be  borne  in  mind  when  considering t he  foreign 
sales.  One  is  the  special  conditions  and  influences  in 
the  aeronautical  industry  in  this  country  which  force  the 
problem  into  a position  of  major  importance,  and  those 
I have  touched  upon,  the  failure  of  the  private  flying 
to  develop  to  the  point  where  the  construction  of  equip- 
ment for  that  market  is  of  great  importance. 

The  second  point  is  the  assistance  granted  our  com- 
petitors by  their  governments. 

Third  is  the  fact,  sometimes  unfortunate,  that  in 
competing  in  these  foreign  fields,  we  are  playing  in  a 
game  the  rules  of  which  are  laid  down  by  people  other 
than  ourselves.  We  may  dislike  the  rules.  If  you  want 
to  be  in  the  game  you  have  to  meet  them,  make  the  best 
adaptation  you  can,  or  else  get  out*.  There  is  no  use 
ducking  the  is  sue. 

, The  fourth  point  is  legitimate  restriction  on  ex- 
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ports  of  American  military  equipment  that  are  imposed  by 
the  United  States  Government.  The  fifth  point  is  indirect 

influences  placed  on  the  trade  by  our  foreign  competitors. 

MR.  LANE.  May  I aslc  a question?  You  say  there  are 
certain  competitive  rules  which  we  must  adopt.  Just  what 
specifically  do  you  mean,  beyond  the  assistance  granted 
the  foreign  competitors  by  their  governments?  What  are 
the  rules  that  we  must  adopt  which  are  not  to  our  liking? 

MR*  ROGERS.  They  are  largely  methods  of  support.  I 
was  going  to  touch  on  that  a little  later. 

MR.  LANE.  All  right,  if  you  are  going  to  bring  it 
up  later. 

MR.  ROGERS.  Yes,  I am  going  ;$o  b ring  that  out.  There 
are  four  or  five  methods  that  are  followed  that  we  have 
to  meet  in  one  wq,y  or  another. 

I think  it  is  pretty  well  agreed  upon  that  in  a 
major  war  in  the  future  the  first  blows  will  come  from 
the  air.  Recognizing  that,  the  policy  of  the  United 
States  Government,  I believe,  has  been  to  foster  a strong 
industry  in  this  country,  capable  of  getting  into  produc- 
tion quickly,  and  to  foster  an  air  force  capable  of 
at  least  putting  up  an  immediate  obstacle  in  the  way  of 
possible  foreign  invasion. 

The  industry  in  the  country  has,  therefore,  worked 
along  with  the  War  Department  in  its  efforts  under  the 
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Industrial  War  Plans  Division  to  be  prepared  to  go  into 
production,  and  it  will  continue  to  do  so. 

Under  these  agreements  with  the  War  Plans  Division, 
each  factory  has  an  agreement  to  maintain  facilities  for 
constructing  a certain  number  of  airplanes  and  engines 
and  other  equipment,  and  to  do  that  it  has  to  keep  track 
of  technical  personnel,  establish  and  charge  off  space 
in  its  factories  and  in  other  ways  ^handle  a considerable 
item  of  expense  which  cannnot  be  absorbed  in  the  ordinary 
run  of  domestic  business.  I think  they  are  glad  to  do 
this,  and  as^ar  as  I know  * \ from  my  connection  with  their 
work,  they  are  living  up  to  their  agreements  with  the 
War  Department.  Each  plant  knows  that  on  "M”  day,  mobiliza- 
tion day,  exactly  what  it  has  to  do,  and  I believe  they 
are  prepared  to  do  it* 

Another  main  consideration  is  what  you  touched  upon, 

Mr.  Lane,  the  methods  used  by  our  competitors  in  promoting 
this  business.  Some  of  them  are  as  follows: 

1.  It he  signing  of  political  and  military  treaties 

and  alliances  with  other  countries,  one  condition  of 
which  is  the  agreement  on  the  part  of  the  non-manufactur- 
ing country  to  purchase  its  military  aircraft  in  the 
manufacturing  country.  An  example  of  this  is  the  alliance 
which  France  has  with  Poland,  Ozecho-Slovakia,  and  Rumania. 

MR.  LANE.  Those  are  government  treaties? 
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MR.  ROGERS.  Yes,  those  are  official  treaties 
MR.  LANE.  Those  are  official  treaties? 
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MR.  ROGERS.  Yes. 

MR.  LANE.  Whereby  the  purchaser  agrees  in  considera- 
tion of  what  to  buy  its  foreign  military  equipment  from 
that  source? 

MR.  ROGERS.  Sometimes  in  consideration  of  an  exchange 

of  goods,  sometimes  in  consideration  of  political  support. 

For  instance,  the  treaty  with  Poland  provides  for  the 

maintenance  in  Poland  of  a French  Military  Coxmmission, 

which  has  of ficers_,  sitting  in  an  advisory  capacity  on 

Polish  array  boards,  counselling  them  and  assisting  them 

in  the  adoption  of  equipment  which  they  shall  buy.  We  ran 

up  against  that,  for  example,  when  the  Polish  army  was 

very 

considering  adopting  a machine  gun.  There  was/bitter  com- 
petition for  that  business.  The  French  influence  went 
so  far  that  a French  major  sat  on  the  Polish  array  board 
which  organised  and  conducted  the  tests  for  this  equipment. 

MR.  LANE.  In  other  words,  in  that  particular  instance 
I take  it  that  the  recognition  cf  Poland  by  France  and 
continued  political  support  were  considered  worth  allowing 
France  to  dictate  more  or  less  the  Polish  military  program? 

MR.  ROGERS.  That  is  correct;  that  is  correct. 

MR.  WARNER.  There  were  Government  guarantee  credits 
there  also  for  long  periods  as  an  item  of  support. 
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MR.  ROGERS,  That  is  correct,  a very  important  one. 

Another  method  ie  securing  sales  of  aircraft  as  a 
condition  to  the  financial  support  of  one  county  by 
another.  This  is  illustrated  by  the  case  of  England  and 
her  loans  to  the  Argentine,  as  well  as  by  France  and  her 
loans  to  various  eastern  European  allies.  Sometimes 
that  takes  the  form  of  simply  out  and  out  credits  estab- 
lished by  one  country  in  favor  of  another.  Sometimes  it 
takes  the  form  of  specialized  financing  by  private  banks 
of  one  country  to  another. 

We  always  have  to  run  into  that;  where  those  credits 
are  established  they  are  usually  on  very  long  terms  for 
the  purchase  of  equipment  of  this  kind.  It  sometimes  runs 
as  high  as  48  months. 

Another  method  that  we  have  to  watch  is  selling 
aircraft  by  sending  to  smaller  countries  official  military 
and  naval  and  sometimes  aeronautics  missions  fife  assist 
in  the  deve  lopment  of  those  facilities  in  the  less  develop- 
ed country;  sometimes  at  the  entire  expense  of  the  sender, 
and  sometimes  on  a shared  expense  basis.  The  effofts  of 
these  missions  are  directed  toward  inducing  the  less  dev- 
eloped nation  to  buy  its  military  and  aeronautics  equip- 
ment in  the  sending  country. 

Examples  of  that  kind  are,  well,  in  the  naval  field, 

! 

the  United  States  naval  mission  to  Brazil  is  an  example. 
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We  have  never  sent  official  aeronautical  missions  to 
foreign  countries.  European  countries  have.  They  first 
had  an  official  mission  in  Rumania,  and  I believe  one: in 
Chechoslovakia. 

MR.  LANE.  Are  these  foreign  nations  selling  modern 
military  equipment  of  the  vintage  of  their  own  equipment 
to  the  other  nations? 

MR.  ROGERS.  I beg  yourpardon;  I missed  that. 

MR.  LANS.  For  instance,  is  Ffance  selling  to  Poland, 
is  Italy  selling  to  wherever  it  sells,  the  most  modern 
military  type  of  equipment? 

MR.  ROGERS.  As  a rule,  no. 

MR.  LANE.  As  a rule  they  sell  simply  some  obsolete 
or  obsolescent  equipment? 

MR.  ROGERS.  As  a rule,  they  have  been  selling  equip- 
ment which  is  much  more  in  the  obsolescent  stage  than  the 
equipment  which  the  American  industry  sells.  Our  policy, 

I believe,  has  been  that  the  equipment  we  sell  abroad 
must  have  been  in  use  by  one  of  the  services  in  this 
country  for  one  year  before  we  can  export  it.  I think 
that  some  of  the  European  countries,  some  of  our  leading 
competitors,  have  for  years  been  selling  some  that  has 
beflin  out  of  date  for  a number  of  years.  They  are  able  to 
do  that  because  of  the  financing  terms,  usually. 

Another  methai  is  training  pilots  and  mechanics  sent 
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by  the  Government  of  one  count  ry  in  the  schools  of  another. 

MR.  LAM.  At  whose  expense? 

MR.  ROGERS.  Usually  at  the  expense  of  the  sending 
government;  sometimes,  now  particularly  in  Italy  on  a 
share  expense  basis. 

MR.  LAM.  Italy  is  paying  the  cost? 

MR.  ROGERS.  iRart  of  the  cost,  yes. 

MR.  LAM.  Of  this  Chinese  instruction? 

MR.  ROGERS.  That  is  right. 

MR.  LANE.  It  bears  a certain  portion? 

MR.  ROGERS.  It  bears  a certain  portion  oaf  the  expense. 

MR.  LANE.  Was  there  any  agreement  that  the  Chinese 
government  buy  any  quantity  of  aeronautical  equipment? 

MR.  ROGERS.  No  written  agreement  that  I knew  of . 

MR.  LANE.  It  seems  to  be  Understood? 

MR.  ROGERS.  It  seems  to  be  an  understanding. 

Another  method  is  unusually  long  credits  granted  by 
foreign  sellers,  usually  with  the  assistance  of  their  govern- 
ment. That  we  have  touched  upon.  The  credits  are  usually 
guaranteed  by  the  government.  Still  another  is  working 
through  the  usual  diplomatic,  commercial  attache,  and 
consular  agencies  to  make  direct  sales.  Of  course,  the 
sales  are  always  handled  by  the  representatives  of  the 
companies. 

The  United  States  has  not  made  a practice  of  obtain- 
ing - benefits  for  its  manufacturers  through  the  first 
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two  methods,  commonly  used  by  its  European  competitors* 

It  has  not  sent  official  aviation  training  missions  to 
foreign  countries,  although  it  has  often  sent  military  and 
naval  missions,  such  as  the  U.  S»  Naval  Mission  to  Brazil. 

The  United  States  has  trained  a few  foreign  officers 
in  its  Army  and  Navy  flying  schools,  especially  officers 
from  South  America  and  China.  But  these  instances  of  of- 
ficial training  activities  in  foreign  countries  have  not 

such 

been  comprehensive  or  continuous  enoughto  have/indirect 
effect  on  t he  sale  of  equipment. 

Our  manufacturers  have  had  to  fall  back  upon  the  last 
two  methods  named,  by  encouraging  the  manufacturers  to  go 
after  foreign  $ales>&irectly  through  their  own  representa- 
tives, sometimes  with  restricted  assistance  by  the  foreign 
representatives  of  the  Department  of  State  and  of  the  De- 
partment of  Commerce,  which  are  charged  by  law  with  the  task 
of  promoting  foreign  sales.  As  good  as  they  have  been  up 

to  1933,  thewe  means  of  assistance  are  but  feeble  when  com- 

ces 

pared  with  the  enormous  iniluen-/of  political,  military, 
and  financial  alliances  used  by  our  European  competitors. 

I touched  upon  the  different  business  methods  fol- 
lowed in  different  countries  to  which  the  salesman  has  to 
adapt  himself.  Then  in  addition  to  these  competitive  method? 
used  by  our  chief  international  competitors,  there  are  cer- 
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tain  conditions  in  the  United  States  which  affect  our 
foreign  sales.  One  is  the  praiseworthy  policy  of  the 
United  States  Government  in  preventing  the  sale  of  such 
equipment  to  revolutionary  factions  in  countries  where 
the  established  government  is  recognized  by  the  United 
States  Government.  A second  is  the  justified  policy  of 
the  United  States  Government  in  preventing  the  sale  of  aer- 
onautical equipment  to  countries  engaged  in  hostilities, 
especially  in  Latin  America,  in  which  the  United  States 
is  attempting  Actively  to  intervene  in  the  role  of  peace- 
maker. 

A third  is  the  requirement  of  the  manufacturer  to 
check  with  the  United  State  air  forces  before  the  foreign 
sale  is  made  to  make  certain  that  the  equipment  is  re- 
leased for  expoft. 

These  restrictions  imposed  by  the  United  States 
Government  are  justified,  and  wi  th  them  the  aviation  indus- 
try has  no  quarrel. 

As  to  the  fifth  point,  its  importance  varies  in  the 
minds  of  different  people,  but  I think  it  is  an  inescap- 
able fact  that  every  time  we  have  got  out  ahead  of  the 
field,  certain  influences  are  brought  to  bear  on  us, 
from  abroad.  European  aviation  people  come  to  this  coun- 
try in  large  numbers.  Most  of  them  are  here  for  technical 
reasons,  to  learn  what  they  can  learn  in  a perfectly  legi- 
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timate  fashion.  Some  others  seem  to  come  for  different 
reasons.  Their  efforts  appear  to  he  directed  to  ham- 
stringing our  development  here  and  to  discrediting  it  in 
any  way  they  can.  There  are  specific  instances  of  this 
kind  which  are  available,  which  you  probably  already  know 
about.  This  kind  of  competition  the  industry  feels  should 
be  stopped* 

MR.  WARNER.  How  would  you  proceed  to  stop  it? 

MR.  ROGERS.  I would  suggest  that  every  individual 
and  every  organization  that  appears  before  any  United 
States  Government  body  on  aeronautical  questions  should  be 
forced  to  give  a complete  account  how  he  or  it  raises 
its  money,  and  where  the  direction  comes  from.  I think 
that  is  very  simple  to  do.  Legitimate  organizations  and 
individuals  having  a legitimate  interest  in  American 
methods  have  nothing  to  fear  from  that,  and  the  others,  I 
think,  would  be  shown  up  very  quickly. 

MR.  WARNER.  That  would  not  cover  what  you  referred  to 
as  criticism  in  magazine  articles,  in  the  press  and  over 
the  radio? 

MR.  ROGERS.  No,  that  would  not.  But  I think  the 
word  would  very  quickly  get  around  if  they  were  fo$nd 
wanting  in  their  backing. 

I say  it  is  regrettable  t hat  such  influences  exist. 
Their  importance  varies,  in  the  minds  of  different  individu- 
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als.  But  I think  that  it  does  exist,  and  can  definitely 
be  proved,  and  I think  it  should  be  looked  into. 

One  more  point; 

The  aid  which  in  the  past  the  United  States  Govern-, 
ment  has  given  to  promoting  the  foreign  sales  of  its  air- 
craft equipment  has  been  good.  It  was  organized  and  main- 
tained by  the  Departme  nt  of  Commerce,  based  on  the  redoom- 
raendation  of  the  aviation  board  known  as  the  Morrow  Board, 
which  in  its  report  under  date  of  November  30,  1925, 
cited  the  active  promotion  given  to  international  sales 
of  aircraft  equipment  of  other  countries,  and  suggested 
that  “outlets  for  American  aircraft  may  also  be  found 
abroad.  In  this  connection  we  found  that  other  powers 
have  sent  official  missions  to  foreign  countries  and 
that  sales  have  resulted  therefrom.  American  manufactur- 
ers should  be  encouraged  in  their  efforts  to  develop  an 
export  trade." 

The  Government,  in  1926pteoi$ed  to  act  upon  this  rec- 
ommendation. The  Department  of  Commerce  is  charged  by 
law  with  the  promotion  of  export  trade.  The  Act  of 
February  14,  1903  (32  Stat.  L.  825)  - An  Act  to  establish 
the  Department  of  Commerce  and  ^abor,  reads,  Sec.  5,  as 
follows:  "It  shall  be  the  province  and  duty  of  said 
Bureau,  under  the  direction  of  the  Secretary,  to  foster, 
promote, and  develop  the  various  manufacturing  industries 


• ... 


■ 

j 


• ;•  t » , 

' 4 \J  . V*  v 


4011 


of  the  United  States,  and  markets  for  the  same  at  home 
and  abroad,  domestic  and  f oreign, . .... 11  It  was  instructed 
to  encourage  American  aircraft  and  accessory  manufacturers 
to  seek  export  markets  and  also  to  assist  them  in  obtain- 
ing such  business.  A Section  was  formed  in  the  Automotive 
Division  of  the  Bureau  of  Foreign  and  Domestic  Commerce 
devoted  to  the  promotion  of  sale  of  aviation  products 
abroad  and  in  cooperation  with  the  manufacturers,  a cam- 
paign was  organised  to  be  carried  out  with  the  assistance 
of  the  foreign  representatives  of  the  Department  of  Com- 
merce and  the  .Department  of  State. 

Late  in  1928,  the  Congress  decidedmto  give  further  back- 
ing to  this  campaign.  A Department  of  Commerce  official 
was  asked  to  appear  before  the  Senate  Appropriations  Com- 
mittee to  give  his  views  on  steps  to  be  taken  to  assist 
American  aircraft  and  accessory  manufacturers  to  obtain 
a still  larger  share  of  foreign  aeronautical  business. 
Recommendations  were  made  that  sufficient  funds  be  appro- 
priated to  the  Department  of  Commerce  to  enable  the  estab- 
lishment of  a Division,  instead  of  a small  Section,  and 
to  provide  for  the  salaries  and  expenses  of  two  aeronau- 
tical specialists,  one  to  be  sent  to  South  America  and 
one  to  the  Far  East.  The  Senate  Appropriations  Committee 
deoided  to  undertake  this  program,  the  money  was  appropri- 
ated and  the  Department  of  Commerce  was  ordered  to  carry 
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out  the  wishes  of  the  Senate, 

This  program  was  fairly  successful,  especially  in 
China,  where  it  resulted  in  the  Chinese  government  making 
a contract  with  a group  of  Americans  to  go  to  China  as  em- 
ployees of  the  Chinese  government  and  organise  and  run  an 
aviation  school,  which  is  still  going-,  and  which  I men- 
tioned in  this  article  from  this  morning's  Press,  indicat- 
ing Italy’s  interest  in  this  matter. 

I believe  that  the  business  resulting  from  the  partici- 
pation in  export  trade  is  beneficial  for  two  reasons! 

First,  of  course,  it  is  directly  beneficial  to  the 
companies  that  get  it,  because  in  their  contracts  with 
the  War  Plans  Divis  ion  of  the  War  Department,  they  have 
to  maintain  larger  plants  and  more  equipment  than  they 
possibly  can  keep  busy  with  domestic  orders. 

Second,  I believe  it  is  beneficial  to  the  United 
States  in  maintaining  its  contact  with  foreign  competition, 
learning  what  the  other  fellow  is  doing  and  profiting  from 
his  developments  and  sometimes  from  his  methods  of  produc- 
tion. 

As  I said,  it  is  not  a large  business,  expressed  in 
terms  of  other  businesses,  but  considered  from  the  point 
of  view  of  importance  to  the  domestic  industry  and  propor- 
tion to  the  domestic  sales,  it  is  very  important.  It  has 
been  built  up  to  run  about  between  30  and  35  per  cent. 
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I believe  that  ordinarily  foreign  sales  of  15  to  20  per 
cent  are  considered  in  other  businesses  a very  good  pro- 
portion. Th©  automotive  business  in  the  United  States 
used  to  have  exports  of  around  20  per  cent  of  the  domestic! 
production.  Sometimes  that  is  likely  to  represent  the 
profit  or  the  loss  of  the  manufacturer,  or . a:.  major  part 
of  it.  I think  for  the  American  aviation  industry  to 
build  up  its  export  business  to  30  per  cent  is  an  indica- 
tion of  its  aggressiveness  and  ability.  Certainly  if  it 
is  taken  away  from  them  that  30  per  cent  will  have  to 
be  supplied  from  another  source. 

I have  more  that  I could  read  here,  but  I am  filing 
this  with  the  Commission.  I will  be  glad  to  answer  any 
questions  that  you  might  ask. 

MR.  HUNS AKER.  D0  you  recommend  from  this  Commission 
an  expression  of  policy  similar  to  that  of  the  Mcrrow 
Board  on  the  export  trade  field? 

MR.  ROGERS.  I do. 

MR.  HUNS AKER.  Is  that  a satisfactory  expression? 

MR.  ROGERS 2 I think  it  was  at  the  time  an  excellent 
expression  of  opinion,  because  the  situation  was  much 
more  confused  then  f rom  t he  point  of  view  of  major  policy 
than  it  is  now.  I think  that  you  could  go  further  now. 

MR.  HUN8AKER.  Is  it  not  more  complicated  now  that 
airplanes  have  become  oonfused  with  munitions? 
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MR.  ROGERS.  The  Morrow  Board  did  not  have  to  worry 
about  the  munitions  idea,  that  is  true,  you  are  likely  to 
be  running  counter  to  another  United  States  Government 
b©dy. 

MR.  HUNS AKER.  Gan  you  suggest  any  way  to  distinguish 
between  aircraft  and  munitions,  or  should  any  distinction 
be  made  in  recommendation  of  policy? 

MR.  ROGERS.  I do  not  think  that  the  question  should 

be  ducked  at  all.  There  is  a school  of  thought  which  says, 

“Well,  there  is  nothing  against  the  exp oft  of  commercial 

aircraft.  Why  not  call  it  that  and  encourage  it?”  Well, 

that,  of  course,  is  understood.  I do  not  think  there  is 

any  policy  against  the  foreign  sale  of  commercial  aircraft. 

come  out 

But  I think  that  we  should/  clearly 1 and  point  out  the  ad- 
vantages to  the  United  States  of  foreign  sale  of  its  mili- 
tary aircraft  under  certain  restrictions.  I think  the  air- 
craft industry  feels  that  with  the  rules  laid  down  by  the 
United  States  government  in  the  last  few  years,  the  rules 
requiring  a check  with  the  Department  of  State  for  political 
reasons  and  a check  with  the  Army  and  the  Navy  for  service 
reasons  — 

MR.  HUNS AKER.  The  industry  practically  gets  an  export 
license 

been 

MR.  ROGERS.  The  industry  feels  it  has  operating 
under  a licensing  system.  From  my  experience  with  it,  I know 
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of  no  instance  in  which  those  regulations  have  been  avoided 
or  obviated.  X do  not  think  the  airoraft  industry  has  any 
quarrel  at  all  with  the  establishment  of  a licensing  system 
for  aircraft  and  equipment.  We  have  been  operating 
-under  a virtual  licensing  system  for  years. 

MR.  WARNER.  £b  far  as  the  shipments  of  aircraft  are 
concerned,  we  have  already  put  into  effect  of  our  own  voli- 
tion and  in  respect  of  our  own  industry  essentially  the 
plan  that  was  proposed  for  world  consideration  by  Mr. 

Wilson. 

MR.  ROGERS.  That  is  correct.  We  have  been  operating 
under  it  for  a number  of  years,  and  we  have  no  quarrel  with 
that  at  all.  I think  it  is  a good  thing;  but  I think  an 
effort  to  classify  military  aircraft  as  munitions  and  re- 
strict their  sale  abroad  under  any  conditions  is  harmful 
to  the  country.  I see  no  reason  for  not  saying  so. 

MR.  LANE.  Is  there  any  concrete  recommendation  that 
you  think  that  this  Commission  could  make  to  differentiate 
or  to  bring  out  just  that  fact?  In  other  words,  have  you 
given  any  thought  to  the  concrete  recommendation  that  this 
Commission  could  make  along  those  lines  without  treading 
on  the  toes  of  one  body  or  another? 

MR.  R0GEF6  . Yes. 

MR.  LANE.  What  is  it? 

MR.  ROGERS.  X think  you  could  recommend  certain  Govern- 
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ment  assistance  to  the  industry  in  furthering  the  sale  of 
equipment  for  commercial  purposes.  It  is  fairly  easy  to 
specify  exactly  what  you  think  the  various  government 
agencies  could  do;  what  the  Department  of  State  can  do  and 
what  the  Department  of  Commerce  can  do  is  fairly  easy  to 
set  down. 

MR.  LANE.  Is  it  our  governmental  policy  in  our  for- 
eign service  to  be  of  actual  assistance? 

MR.  ROGERS.  Yes. 

MR.  LANE.  In  the  sale  of  American  manufactured  materi- 
al? 

MR.  ROGERS.  Yes. 

MR.  LANE.  Is  there  any  discrimination  against  air- 
craft as  regards  other  products,  such  as  wool  or  steel,  or 
anything  elwe? 

MR.  ROGERS.  No. 

MR. LANE.  In  other  words,  the  aircraft  industry  gets 
approximately  the  same  assistance  as  the  dteel  manufacturer 
or  the  motor  car  manufacturer  gets? 

MR.  ROGERS.  T hat  is  correct.  I think  in  many  places 
he  gets  better. 

MR.  LANE.  But  it  would  hardly  be  expected  that  the 
aircraft  industry  would  get  special  assistance? 

MR.  ROGERS.  The  Congress  soy&ecided  in  1928,  that  it 
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should  have, 

MR.  LANS.  But  through  the  Department  of  Commerce, 

MR.  ROGERS.  Through  t he  Department  of  Commerce. 

You 

MR.  LANE,  t do  not  mean  through  military  or  state 

C 

department  officials? 

MR.  ROGERS.  No,  X do  not, 

MR.  LANE.  There  has  been  considerable  criticism 
raised  that  military  attaches  and  naval  attaches  and 
State  Department  officials  did  not  cooperate  as  did  the 
similar  officers  of  other  nations. 

MR,  ROGERS,  Yes. 

MR.  LANE.  It  has  always  been  my  thought  that  they 
never  did. 

MR.  ROGERS.  It  has  been  true  that  they  did  not  go 
to  the  lengths  that  similar  officers  of  other  nations 
went,  but  I think  very  properly  so,  because  I think  the 
activities  in  the  foreign  field  of  our  European  competi- 
tors with  their  diplomatic  officers  is  very  often  not 
consistent  with  the  American  idea  of  diplomacy. 

THE  CHAIRMAN.  You  a ay  in  1933  the  Government  severe- 
ly restricted  the  assistance  which  the  two  departments, 
ref erringv.to  the  State  Department  and  the  Commerce  Depart- 
ment, would  render? 

MR.  ROGERS.  That  is  correct. 
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THE  CHAIRMAN.  What  were  those  restrictions? 

MR.  ROGERS.  The  policy  of  active  assistance  to  the 
individual  sales  representative  was  limited.  There  are 
certain  things  that  a foreign  officer  of  the  United  States 
can  do.  He  can  meet  the  local  r epresentative,  he  can 
introduce  him  to  foreign  officials,  he  can  sit  in  with 
him  iii  conferences,  and  he  can  give  him  all  the  information 
that  he  requires.  It  is  best  summed  up  in  this  statement 
that  formerly  foreign  representatives  of  this  Government 
were  permitted: 

1.  To  interest  officials  of  foreign  governments  and 
others  in  the  purchase  of  American  aeronautic  equipment 
and  endeavor  to  convince  them  of  the  superior  qualities 
of  our  products; 

3.  To  introduce  to  foreign  officials  and  others 
representatives  of  American  manufacturers  and  cooperate 
with  them  in  arranging  demonstrations,  delivering  speci- 
fications, and  otherwise  pacing  our  equipment  before  pros- 
pective purchasers  effectively; 

3.  To  determine,  in  any  other  way  possible,  opportun- 
ities for  the  sale  of  our  products,  report  to  headquarters 
at  Washington,  and  carry  on  cable  and  written  correspon- 
dence constantly  with  a view  to  giving  our  manufacturers 
opportunities  to  find  foreign  markets  and  supply  foreign 


requirements. 


4019 


None  of  these  things  may  now  be  done  j . as  far  as 
military  aircraft  is  concerned  by  either  the  representative 
of  the  Department  of  State  or  the  Department  of  Commerce. 

MR.  LANE.  Was  there  ever  a directive  abolishing 
that  cooperation? 

MR.  ROGERS.  Yes. 

MR.  LANE.  In  1933? 

MR.  ROGERS.  In  1933. 

THE  CHAIRMAN.  Who  abolished  it,  the  S@cfe  tary  of 
State  or  the  Secretary  of  Commerce? 

MR.  ROGERS.  I think  the  Secretary  of  State  and  the 
Secretary  of  Commerce. 

THE  CHAIRMAN.  What  are  the  theories  behind  the  es- 
tablishment of  that  restriction? 

MR.  LANE.  Have  you  a copy  of  that  directive? 

MR.  ROGERS.  I have,  yes. 

The  following  excerpt  is  taken  from  a letter  of  the 
Secretary  of  State.  It  is  plated  November  14,  5-933. 

”It  is  not  the  policy  of  this  Government  to  encourage 
the  export  trade  in  arms  and  munitions  of  war  and  that  conse- 
quently its  representatives  abroad  should  not  proceed  on 
their  own  initiative  to  promote  American  trade  in  arms  or 
munitions  of  war  and  should  not  endeavor  to  create  trade 


opportunities  for  American  exporters  of  such  articles.  They 
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should,  however,  when  requested  to  so  so  by  American  export* 
ers  or  their  agents  or  by  prospective  purchasers,  follow 
the  same  procedure  in  giving  information  and  advice  as 
they  would  follow  in  respect  to  the  trade  in  any  other 
commodity.  They  are  instructed  further  that  in  order  to 
disassociate  the  American  Government  from  the  promotion 
of  the  export  trade  in  arms  and  munitions  of  war,  they 
•Should  decline  to  use  official  channels  for  the  communica- 
tion of  inquiries  or  offers  between  prospective  purchasers 
and  sellers  unless,  in  some  particular  case,  a refusal  of 
such  assistance  would  be  manifestly  inappropriate,  or  un- 
less these  inquires  o X offers  are  in  regard  to  such  materi- 
als as  blasting  powder,  dynamite  and  other  explosives  when 
it  is  definitely  kgtown  that  these  articles  are  intended  by 
reputable  concerns  for  industrial  uses.  When  virtual  war- 
fare is  being  carried  on  between  two  countries,  represen- 
tatives of  this  Government  should  exercise  unusual  discre- 
tion in  their  relations  with  American  exporters  of  arms  or 
munitions  of  war  or  with  their  agents  and  with  prospec- 
tive purchasers. 11 

TEE  CHAIRMAN.  Why  does  not  that  apply  to  cotton 
sales  as  well  as  airplanes? 

MR.  ROGERS.  I think  it  is  very  difficult  to  draw  the 
line.  I think  cotton  is  just  as  much  a war  material  as  an 
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ai rplane. 

THE  CHAIRMAN.  Surely. 

MR.  ROGERS.  I do  not  eee  where  you  are  going  to 
draw  it. 

MR.  BERRES . What  effect  will  this  have  when  it  be- 
comes operative  on  the  understanding  thnt  you  just  related 
between  France  and  Poland? 

MR.  ROGERS.  This  applies  only  to  the  United  States 
Government,  of  course.  Our  competitors  have  nothing  like 
this.  They  go  the  limit. 

MR.  BERRES.  Even  if  we  could  sell  all  these  things 
with  the  approval  of  the  United  States  Government,  in 
view  of  the  criticism  that  has  been  made  of  our  foreign 
representatives  over  there  that  they  are  not  ae  active  in 
promoting  sales  of  United  States  manufactured  goods, 
where  are  they  going  to  go  when  they  run  up  against  an 
understanding  such  as  you  refer  to  between  France  and 
Poland? 

MRc  ROGERS.  They  do  not  get  the  business,  that  is  all® 
MR'.  RKLujS»  I was  wondering  if  you  could  suggest  any- 
thing that  could  meet  that.  You  referred  to  what  you  re- 
gard as  a fact  in  here,  that  unless  we  adapt  ourselves  to 
the  policies  of  our  foreign  competitors,  we  will  have  to 
go  out  of  business.  Do  you  know  how  wq4re  going  to  for- 
mulate rules  that  will  counteract  those  which  they  have  in 
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effect? 

MR.  ROGERS.  I think  what  we  need  is  a little  squar- 
er  facing  of  the  facts  in  our  high  policy.  I think  we 
should  lay  down,  consistent  with  the  foreign  policy  of  the 
United  States  Government,  exactly  what  its  foreign  repre- 
sentatives can  do  and  what  they  cannot  do.  That  is  very 
easy  to  specify.  They  can  go  the  limit  in  the  assisting 
in  the  sale  of  commercial  equipment.  They  can  do  eo  and 
so  in  assisting  the  sale  of  military  equipment,  subject  to 
certain  limitations  which  are  established  here  in  Washing- 
ton. That  is,  it  must  be  approved  or  at  least  agreed  to 
by  the  Army  and  %vy,  if  it  is  all  right  to  let  the  equip- 
ment leave  the  country.  And  it  must  be  agreed  to  by  the 
Department  of  State  for  political  reasons.  In  other  words, 
i&  places  where  the  Department  of  State  is  trying  to  use 
its  influence  to  prevent  warfare,  places  where  there  are 
revolutions,  I do  not  think  American  equipment  should  be 
allowed  to  leave  the  country.  Their  policy  there  is  quite 
justified. 

MR.  BERRES.  But  let  us  say  there  are  no  war  clouds 
hovering  over  the  horizon  at  all.  We  still  have  this  situ- 
ation you  refer  to  as  existing  between  Poland  and  France. 

MR.  ROGERS*  Yes. 

MR.  BERRES.  Our  foreign  representative  approaches 
the  Polish  government,  and  successfully,  to  the  extent  that 
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he  almost  has  an  order  for  airplanes  and  equipment;  and 
then  when  this  representative  of  France  steps  in  like 
that  he  wipes  tis  off  the  books, 

MR,  ROGERS®  That  is  right. 

MR.  BERRES.  fiat  I am  interested  in  is  how  are  we 
going  to  beat  that? 

MR.  ROGERS,  fe  never  can,  consistent  with  American 
philosophy,  fe  never  can  beat  that.  1 would  not  recommend 
that  we  try  to.  We  have  been  successful  ae  we  hate  been, 
we  have  built  up  an  export  business  of  30  per  cent  of  our 
domestic  business,  which  in  the  last  year  has  provided  for 
the  employment  of  at  least  3,000  men  for  a fu^l  year, 
that  is,  3,000  American  highly-skilled  workers  at  work 
and  their  families  supported, instead  of  3,000  from  some 
European  country.  I am  for  doing  anything  I can  to  give 
the  Americans  work  in  preference  to  my  European  cousins® 

But  consistent  with  our  philosophy,  we  can  only  go  go  far, 
and  I would  not  recognise  that  we  adopt  the  competitive 
methods  that  some  of  our  European  neighbors  use  at  all. 

MR.  BERRES.  The  reason  I asked  you  this  is  because 
we  have  had  quite  some  criticism  from  some  of  those  ap- 
pearing here  against  the  inactivity  of  our  foreign  repre- 
sentatives abroad,  in  that  they  did  not  make  the  same  ad- 
vances toward  selling  American-made  goods  as  others. 


MR.  ROGERS.  Yes, 
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MR.  BERMS*  If  they  are  confronted  with  a similar 
actuation  to  that  you  have  referred  to,  I do  not  think 
the  criticisms  are  just.  I do  not  know  how  they  could 
break  that  barrier  down. 

MR.  ROGERS.  I would  say  that  the  assistance  which 
they  received  prior  to  this  change  of  policy  was  as  much 
as  they  could  legitimately  expect  from  the  United  States 
Government.  I think  this  policy  which  has  probably  been 
laid  down  for  very  good  reasons,  reasons  that  I know 
nothing  about,  certainly  acts  to  restricts  our  sales. 

THE  CHAIRMAN.  Let  us  assume  that  that  policy,  as 
a result  of  an  agreement  between  this  country  and  the 
European  countries , would  eredt  a barrier  a gainst  exporta- 
tions, and  so  forth.  You  say  we  are  restricted  but  the 
others  have  not  done  so? 

MR.  ROGERS.  That  is  correct,  I fully  belietffe . 

THE  CHAIRMAN.  Though  we  are  all  in  agreement. 

MR. ROGERS*  Hb  are  in  agreement. 

THE  CHAIRMAN.  But  they  are  going  right  ahead? 

MR.  ROGERS.  They  are  going  right  ahead.  My  experi- 
ence, I am  afraid,  after  six  or  seven  years  in  Europe, 
mixed  up  in  one  war  and  two  revolutions  and  active  work 
in  our  foreign  service, is  that  Europe  is  incorrigible. 
I reset  it  very  much,  but  I do  not  see  why  we  should  not 

THE  CHAIRMAN.  Suppose  one  of  our  representatives 
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should  go  over  to  any  country  in  Europe  and  say,  MWe  are 
not  trying  to  sell  you  war  material,  but  we  want  to  equip 
you  with  commercial  service,  engines  for  commercial  civil 
service;”  would  our  man  be  restricted  in  that? 

MR.  ROGERS.  I think  you  would  find  that  he  would 
be  a little  bit  scared  to  go  very fe,r  under  the  new  policy. 
The  tendency  is  to  lean  over  backwards  and  keep  hands 
off  in  aircraft  sales  on  the  ground  that  any  airplane  can 
be  used  for  military  purposes  to  a limited  degree.  I 
think  you  will  find  that  there  are  two  things  in  the 
minds  of  the  foreign  service:  One,  a misunderstanding  of 
what  they  can  do,  a lack  of  clarity,  a lack  of  specific 
regulations;  and  two,  all  diplomacy  is  conservative. 

Ninety  percent of  diplomacy  is  not  doing  anything  and  mak- 
ing the  other  fellow  like  it.  There  is  a tendency  to 
lean  over  backwards  on  that  and  to  avoid  criticism.  You 
have  to  look  at  it  from  the  point  uf  view  of  the  junior 
officer. 

THE  CHAIRMAN.  What  instruction  would  furnish  the 
grounds  for  that  hesitation? 

MR.  ROGERS.  I think  the  instruction  is  certainly 
not  clear  and  specific. 

MR.  LANE.  Has  any  attempt  been  made  to  clarify  that 
instruction  as  regards  aircraft? 

MR. ROGERS.  No,  it  has  not. 
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MR.  LANE.  Has  the  State  Department  been  approached 
by  your  body  for  clarification  of  that  instruction  as  to 
whether  you  would  include  commercial  aeronautical  equip- 
ment or  not? 

MR.  ROGERS.  Yes,  it  has.  They  say  that  it  of  course 
does  not  include  commercial  equipment* 

MR.  LANE.  But  they  have  never  put  themselves  on 
record  to  that  effedt? 

MR.  ROGERS.  Not  that  I know  of. 

MR.  WARNER.  It  is  true,  is  it  not,  that  there  has 
been  a widespread  failure  to  recognize  the  existence  of 
commercial  aircraft  as  a separate  entity? 

MR.  ROGERS.  That  is  right. 

MR.  WARNER.  And  a disposition  to  assume,  for  example, 
that  shipments  to  Germany  of  equipment  which  seemed  normal- 
ly proportionate  to  the  present  commercial  requirements  of 
that  country  must  necessarily  be  military? 

MR.  ROGERS,  That  is  correct.  I am  not  criticizing 
the  Department  of  State  and  the  Department  of  Commerce. 

My  experience  with  them  over  many  years  has  been  tbcfc  they 
do  a good  job.  X do  feel  that  there  has  existed  in  the 
last  year  certain  confusion  of  interpretation  of  the 
policy,  and  that  that  can  be  clarified  and  corrected  very 
easily.  I think  that  we  should  not  duck  the  issue  at 


all. 
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MR.  LANE.  May  we  have  copies  of  those  directives? 

MR.  ROGERS.  Yes,  sir.  I have  them  here.  I will 
turn  them  in  when  I leave. 

MR.  LANE.  Does  that  directive  from  the  State  Depart- 
ment affect  the  commercial  attache  of  the  Commerce  Depart- 
ment? 

MR.  ROGERS.  Yes,  very  much. 

MR.  LANE.  Copies  of  it  are  sent  to  them? 

MR.  ROGERS.  Yes. 

MR.  LANE.  «Are  they  subject  to  the  directives  of 
the  State  Department? 

MR.  ROGERS.  Yes,  indeed.  Their  activities  are  great- 
ly limited. 

MR.  LANE.  By  the  State  Department’s  rulings? 

MR.  ROGERS.  Yes,  that  is  correct. 

MR.  LANE.  Has  the  Department  of  Commerce  ever  sent 
out  a directive  similar  to  that  to  its  representatives? 

MR.  ROGERS.  Yes,  they  have. 

MR.  LANE.  There  is  one  similar  to  that? 

MR.  ROGERS.  The  direction  of  the  Department  of  Com- 
merce foreign  service,  as  I understand  it  now,  is  entirely 
in  the  hands  of  the  Department  of  State.  All  policy, 
all  active  commercial  work  is  now  done  by  the  consular 
service  and  the  former  Department  of  Commerce  servide  is 
restricted  to  aotivi  ty  as  economic  adviser  and  the  writing 


- I i 


4028 


of  economic  reports,  general  economic  reports. 

MR. LANE.  They  are  not  acting  as  sales  representatives? 

MR.  ROGERS,  ^ey  cannot  actively  take  part  in  sales 
negotiations. 

MR.  HUNSAKER.  Have  trade  commissioners  been  abolished? 

MR.  ROGERS.  No,  they  still  have  them  but  they  are 
directed  now  by  the  Department  of  State  and  their  activi- 
ties are  limited  to  an  advisory  capacity  and  a reporting 
capacity,  fhere  is  no  active  or  aggressive  sales  work. 

MR.  WARNER.  If  a manufacturer  writes  to  the  commer- 
cial attache  in  Aden  to  ask  whether  or  not  there  is  a 
market  for  fly  swatters  in  that  place,  ie  he  able  to  get 
a specific  reply  to  that  question? 

MR.  ROGERS.  That  would  be  turned  over  to  the  consular 
service. 

MR.  WARNER.  I sit  their  practice  to  deal  with  speci- 
fic inquiries  of  that  order? 

MR.  ROGERS.  Yes. 

MR.  WARNER.  They  do  not  confine  themselves  to  as- 
sembling statistics? 

MR.  ROGERS.  No,  they  do  not.  I think  the  Question 
of  where  to  draw  the  line  on  commercial  and  military  air- 
craft is  an  interesting  one.  I think  there  is  some  con- 
fusion that  exist 8 on  that  point.  There  is  one  fact  you 
have  to  bear  in  mind  about  most  ofour  foreign  sales  of 
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aircraft  and  equipment,  which  is  that  the  purchasers  are 
friendly  government b.  I see  no  reason  why,  if  a power 
friendly  to  the  United  States  wants  to  buy  military  equip- 
ment it  should  be  refused. 

MR.  LANE.  Have  we  ever  in  fact  refused  the  sale 
where  a request  has  come? 

MR.  ROGERS.  Never  refused  that  I know  of  from  a 

friendly  Government.  I know  of  instances  we  have  refused 
to  sell  to  a revolutionary  faction  in  a friendly  state. 

MR.  LANE.  Yes,  but  that  would  be  a matter  of  direct 
policy. 

MR.  ROGERS.  Yes.  That  is  corrected  at  the  State 
Department.  When  you  go  and  say,  ’’Have  you  any  objection 
to  selling  to  these  people,"  they  say,  "Well,  it  is  going 
to  be  used  for  revolutionary  purp  oses.  We  certainly 
have.  We  will  not  let  the  stuff  go  out." 

MR*  LANE.  Considerable  criticism  has  dome  to  my  atten- 
tion of  the  competitive  methods  used  between  various  Ameri- 
can manufacturers  in  the  foreign  field,  whereby  American 
industry  is  sort  of  ham-strung  by  its  own  efforts,  one  as 
agqinst  the  other. 

MR.  ROGERS.  I think  that  a?s  correct,  and  X think 
it  has  come  to  be  realized.  I do  not  know  from  personal 
experience  in  the  field,  but  when  I was  with  the  Department 
of  Commerce  I used  to  get  plenty  of  complaints.  I think 
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their  method  in  many  oases  were  very  short  sighted. 

MR,  LAM:  Has  the  trade  body  taken  any  steps  among 

the  industry  to  eliminate  that? 

MR,  ROGERS:  Yes,  we  have.  We  are  considering  now 

either  the  establishment  perhaps  what  will  be  in  effect 
a licensing  system  within  the  industry  , or  we  are  dis~ 
Gussing  the  inauguration,  if  we  are  permitted  to  go  on  and 
encourage  the  sale  of  this  equipment,  of  some  such  system 
as  Italy  has.  Italy  has  a consortium  of  Italian  manu- 
facturers of  aircraft  equipment  people  today.  Their 
foreign  sales  are  handled  by  one  man  in  each  country,  who 
acts  for  the  group  as  a whole.  He  is  backed  up  by  the 
Italian  industry  and  by  the  Italian  government.  He  usually 
has  considerable  rank0  He  has  entertaining  funds, . 

He  is  able  to  speak  for  the  Italian  equipment  as  a whole, 
instead  of  for just  A*s  equipment  or  Brs  equipment.  We 
find  that  that  works  very  well  indeed. 

MR.  BERRES:  Is  that  competitive? 

MR,  ROGERS:  Yes  sir,  very  much  so.  He  can  go  where 

our  people  are  trying  to  sell  to  the  foreign  governments. 

The  Italian  representative  is  a man  with  considerable 
prestige,  and  he  entertains  very  well®  He  has  the  support 
of  his  own  government.  He  can  go  and  promise  more  to  the 


purchaser-  than  our  company  representatives  can. 
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I was  only  wondering  what  would  happen 
if,  for  instance,  we  had  such  a set-up  and  sent  one  repre- 
sentative to  represent  the  entire  aeronautical  industry  of 
this  country,  and  after  the  first  year  his  sales  disclosed 
the  fact  that  he  had  sold,  for  illustration,  we  will  say, 
allthe  Boeing  planes. 

MR.  ROGERS:  X see  what  you  mean. 

MR.  BERRES:  No  one  else  got  any*  What  would  happen? 

MR.  ROGERS:  It  would  require  probably  a little  more 

confidence  than  we  now  have  in  one  another,  and  probably  a 
more  clear  written  understanding  to  begin  with.  I do  not 
think  it  would  work  out  that  way  with  our  industry,  because 
it  is  too  highly  competitive*  I think  the  differences  of 
opinion  about  the  equipment  are  too  diversified,  I think 
you  would  find  in  the  course  of  two  or  three  years  they 
would  balance  up  pretty  well  in  the  same  industry,  because 
one  year  Company  A is  ahead  and  the  next  year  Company  B 
is  ahead.  That  is  the  way  it  goes.  Of  course,  the  man  *s 
prestige  would  have  to  be  such,  and  he  would  have  to  be 
sufficiently  well  paid  to  be  beyond  suspicion  that  he  might  b 
favoring  one  oompany  or  another. 

MR.  BERRES;  But,  Mr.  Rogers,  I am  thinking  about  the 
difference  between  the  make-up  of  the  two  governments.  Over 
in  Italy,  possibly  they  get  away  with  such  a policy  as  that. 
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but  in  this  country  it  would,  be  different 
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MR.  ROGERS:  This  would  ncfct  be  a Government  man,  Mr, 

Berree,  it  would  be  an  industry  man. 

MR.  BERRES;  No,  this  is  a man  representing  the 
industi$r, 

MR.  ROGERS:  That  ds  right,  yes, 

MR,  BERRE8:  But  over  in  Italy  he  certainly  is  a 


government  man. 

MR.  ROGERS:  Yes,  he  is, 

MR.  BERRES:  Surely, 

MR*  ROGERS:  He  is,  no  doubt  about  that. 

For  example,  I know  of  a specific  example  in  China, 

In  1931,  the  nationalistic  government  of  China,  which  is 
the  government  that  is  recognized  by  the  United  States, 
requested  the  Air  Corps  to  send  an  official  training 
commission  to  China,  The  United  States  Government  did 
not  see  fit  to  act  upon  that  request  and  send  an  offioial 
mission.  The  Chinese  government  then  asked  the  Department 
of  uommerce  to  put  them  in  touch  with  a civilian  who  oould 
organise  and  teach  flight  training  and  maintenance.  They 
were  given  the  names  of  certain  individuals,  and 
selected  one  and  made  a contract  with  him*  He  took  his 
group  to  China,  and  they  have  built  up  this  school,  which 
I am  told  by  people  who  have  lived  a long  time  in  the  East, 
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is  an  amazingly  good  accomplishment,  and  nothing  like  it 
has  been  seen  in  the  Far  East  in  years.  It  has  worked 
very  well  indeed. 

They  have  done  that  purely  as  private  individuals. 
Hhey  are  employees  of  the  government  of  China  in  the  sst^e 
sense  that  China  has  often  engaged  -American  railroad 
experts  and  financial  experts  to  come  and  help  them  out 
with  their  problems  in  those  fields. 

That  has  been  a great  advantage  to  the  -American  in~ 
dustry,  because  the  Chinese  have  learned  American  methods 
in  aviation,  and  they  have  adopted  American  equipment, 

I think  we  are  going  to  lose  that.  Since  that  commission 
has  been  in  China,  they  havebought about  $5,000,000  worth 
of  American  equipment. 

THE  CHAIRMANS  You  say  we  are  going  to  lose  it? 

MR.  ROGERS:  I think  Italy  is  going  to  oust  thsb 

mission  within  the  next  year  and  take  over  its  workings. 
They  are  proceeding  about  it  in  a perfectly  legitimate  way 
and  very  smartly,  sending  this  man  there  with  a great  deal 
of  rank  and  prestige,  a great  deal  of  money  behind  him, 
and  the  influence  of  the  Italian  government  behind  him. 

I say  within  a year  we  are  going  to  lose  that. 

MR.  BERKE9:  Do  you  not  think  that  this  representative 
of  Italy,  who  you  say  is  a high  ranking  officer  of  some 
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kind  there,  in  his  attempt  to  sell  aeronautical  equipment, 
uses  a lot  of  judgment  as  to  the  proper  allocation,  so  that 
the  industry  as  a whole  will  go  over7 

MR.  ROGERS:  I think  so,  yes.  I think  we  have  a 
situation  in  Italy  of  this  nature,  that  he  represents  say 
the  ten  leading  companies*  I think  his  support  from  his 
government  is  such  that  no  criticism  from  one  company 
would  be  g&ven  any  attention  at  all.  I think  something 
like  that  could  be  worked  out  here. 

MR.  WARNER:  The  l^ebb^omcrene  Act  was  passed  a number 
of  years  ago  for  the  express  purpose  of  making  that  possible 
MR.  ROGERS:  Yes.  We  can  go  muoh  further  towards 
agreements  of  that  kind  in  the  foreign  field  than  we  can 
in  the  domestic  trade* 

Whether  we  will  be  able  to  adopt  something  like  that 
or  not,  I do  not  know.  We  are  disoussing  it.  It  seems 
to  tog  the  principal  advantage  is  the  prestige  of  the  indi- 
vidual, of  the  representative,  inasmuch  as  most  of  the 
purchasers  are  by  foreign  governments  say  we  will  have 
sold  abroad  by  the  end  of  this  year  $12,000,000  of  aircraft 
equipment.  90  per  cent  of  it  is  to  friendly  governments, 
and  they  like  to  deal  with  people  of  as  high  rank  as  they 
can  get,  of  course,  because  it  makes  it  easier  for  them, 

MR,  BERRES:  I am  trying  to  get  in  my. mind  how  you 
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differentiate  between  selling  airplanes  for  oommeroial 
purposes  and  having  them  bought  for  the  express  purpose 
of  preparing  for  war,  though  there  may  not  be  anything  on 
the  surface  to  indicate  the  distinction.  I am  ;just  trying 
to  find  out  what  fine  line  it  is  going  to  be,  to  sell 
oommeroial  planes  for  instance  to  a country  and  say  they 
were  not  sold  for  war  purposes. 

MR.  R0GER9;  I think  it  is  very  difficult  to  do. 

MR,  BERRESi  For  instance,  evidence  has  been  pre- 

sented here  during  the  hearings  between  the  Army  and  the 
^avy  establishing  to  my  mind  that  it  would  be  very  diffi- 
cult to  say  whether  or  not  oertain  foreign  governments 
were  buying  these  for  the  sole  purpose  of  building  up  their 
transport  business  or  whether  they  were  buying  them  in 
preparation  for  war. 

MR.  ROGERS:  I think  the  distinction  is  easier  to 
make  with  aircraft  than  it  is  with  other  commodities. 
Cotton,  for  example,  you  do  not  know  whether  they  are 
going  to  put  it  in  the  textile  mills  or  use  it  as  a re- 
serve for  the  manufacture  of  powder.  8orap  iron  is 
another  item.  You  have  no  idea  what  it  is  going  to  be  used 
for*  And  yet  it  is  being  bought  in  tremendous  quantities. 
I think  it  is  easier  to  draw  the  line  with  airplanes  than 
it  is  probably  with  other  commodities,  because  you  can 
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study  the  transport  system  of  the  country  and  get  a pretty 
good  idea  of  what  their  replacements  are  and  what  they 
need. 

MR*  LARD:  Mr.  Rogers,  is  there  any  reason  why  as  a 

matter  of  principle  or  faot  or  law  we  should  not  sell 
munitions?  There  is  no  agreement  that  fe  are  a party  to 
whioh  prevents  us  from  selling  munitions,  is  there? 

MR.  ROGERS:  There  is  no  international  agreement,  no. 
We  have  been  trying  to  foster  one  for  years,  and  wo  never 
get  to  first  base  with  it. 

MR.  LAKE:  Assume  in  the  absence  of  an  international 
agreement  that  somebody  is  going  to  manufacture  and  sel3. 
munitions  to  these  countries. 

MR*  ROGERS:  That  is  correct,  yes. 

MR.  LA2JE : Is  there  any  serious  objection  that  you 
can  see  to  our  participating  in  the  sale  of  those 
munitions  from  an  international  point  of  view? 

MR.  R0GER8:  To  friendly  governments  no  objection 

whatsoever. 

MR.  LARES  It  was  testified  here  by  the  Services 
that  they  would  much  rather  fight  a n&tion  to  whom  they 
had  supplied  the  munitions  than  one  to  whom  they  had  not. 

MR.  ROGERS:  I think  that  is  correct. 


MR.  LAKE:  Beoause  they  knew  the  limitations  of  the 
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MR.  ROGERS:  I think  that  is  correct. 

MR,  So,  therefore,  irrespective  of  whether 

they  were  friendly  or  otherwise,  it  would  seem  that  that 
might  he  some  advantage f&aa the  Servioe  point  of  view. 

MR.  ROGERS:  I feel  that  the  policy  laid  down  by  the 

Department  of  State  in  refusing  to  permit  sales  in  oertain 
areas  is  a wise  one.  I think  it  is  a good  polioy. 

MR.  LANE;  That  policy  was  not  followed  from  1914  to 

1916? 

MR.  ROGERS:  No,  it  was  not.  It  is  the  policy  es- 
tablished, I believe,  by  an  Executive  Order  of  President 
Harding  in  1922. 

MR.  LANE:  It  has  never  been  followed  so  far  as  I 

know  after  the  declaration  of  war  between  any  two 
belligerents. 

MR,  ROGERS;  No. 

MR.  LANE:  As  far  as  my  history  goes. 

MR.  ROGERS:  No,  not  that  I know  of. 

(Discussion  off  the  record.) 

MR.  ROGERS:  I feel  that  the  restrictions  laid  down 
are  wise,  and  certainly  our  industry  has  n©  oomplaint 
against  them  at  all.  I agree  with  Mr,  Lane  and  previous 
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witnesses  that  the  sale  of  aeronautical  equipment  is  to 
the  interest  of  the  United  States  and  its  citizens  under  th( 
restrictions  which  aro  laid  down  by  the  Department  of  State, 
and  I agree  with  Mr.  Berres f statement,  I do  not  under- 
stand, in  fact,  I have  not  seen  any  arguments  on  the  part 
of  people  who  do  not  agree  with  that  policy.  Nobody 
likes  fighting,  less  than  I do. 

MR.  LAffiJ:  Mr,  Rogers,  could  you  prepare  for  us  in 

abbreviated  form  a memorandum  suggestion  of  a paragraph  or 
so  which  you  feel  we  should  include  regarding  our  export 
situat  ion? 

oan 

MR.  ROGERS:  I should  be  glad  to,  I think  that/bo 

don©.  I can  further  say  that  it  would  be  consistent  with 
the  present  policy  of  the  United  States  Government.  It 
would  not  be  a recommendat ion  that  would  be  drastic  at  all. 

MR.  LANE:  You  being  very  familiar  with  the  directives 
of  the  various  departments. 

MR . ROGERS : Yes . 

MR.  LANE:  And  the  best  method  of  correcting  that,  ao 
as  to  include  the  things  and  exclude  the  things  that  should 
be  included  and  excluded,  I think  . would  be  very  much 
interested  in  such  a reoommendation,  similar  to  one  we  might 
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MR.  ROGERS:  I would  be  very  glad  to  do  that* 

MR.  HUNS  AKER:  Mr.  Rogers,  if  you  do  that,  might  I 

suggest  further  that  you  aft£end  to  this  suggested 
recommendation  a brief  as  to  why  it  is  practicable  and 
what  restrictions  there  are  or  must  be  that  surround  it, 
so  we  will  have  full  information  to  consider  it? 

MR,  ROGERS:  X will  be  glad  to  do  that.  I welcome 

the  opportunity.  I might  say  that  generally  I think  the 
situation  is  complicated  by  confusion  of  thought  and  per- 
haps a mis-interpret at  ion  of  regulations.  It  is  more 
complicated  by  that  than  anything  else.  It  is  not  a 
difficulty  of  policy. 

(Discussion  off  the  record.) 

MR.  WARNER:  1%  is  being  suggested  by  some  of  the 

aircraft  manufacturers,  especially  those  with  whom  we 
talked  during  our  trip  in  August,  that  one  difficulty  that 
they  encounter  in  selling  abroad  and  in  Borne  degree  in 
Belling  at  home,  is  the  absence  of  officially  certified 
performance  data  whether  of  the  military  or  commercial 
aircraft;  that  when  an  American  transport  plane  seeks  a 
m arket  in  Europe  , for  example,  the  natural  disposition  of 
the  purchaser  is  to  say,  "Well,  you  are  fine  people  and  we 
know  you  are  honeGt,  but  still  we  cannot  understand  why  it 
is  that  the  Haviland  people  come  here  with  a wealth  of  data 
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bearing  the  seals  of  the  United  Kingdom,  while  you  come 
here  with  nothing  but  a lot  of  promises  and  assertions 
that  your  own  test  pilots  found  the  following  data  true.11 

Do  you  think  it  tcould  be  desirable  that  our  Government 
undertake  to  release  performance  data  on  military  air- 
craft  for  use  abroad  and  to  ascertain  officially  perform- 
ance data  on  commercial  aircraft  for  use  by  the  manu- 
facturers in  their  sales  campaigns? 

MR.  ROGERS:  I do.  I have  thought  that  for  some  time, 
that  our  equipment,  certainly  the  commercial  equipment, 
should  have  an  official  performance  certification,  a 
minimum. 

MR.  WARNER:  It  has  been  suggested  also  that  that 
would  oonduce  to  honesty  and  the  absence  of  dramatic 
speculation  in  competitive  selling  at  home. 

MR.  ROGERS:  I think  it  would;  and  in  view  of  the 
regulations  we  already  have,  it  would  not  be  difficult  to 
handle.  Whether  it  should  apply  to  military  aircraft  or 
not,  well,  I see  no  reason  why  it  should  not. 

MR.  WARNER:  In  that  case  the  data  already  exists  and 
has  been  determined,  and  it  is  merely  a question,  as  I 
understand  it,  of  authorizing  the  manufacturer  to  use 
figures  which  have  been  given  him  in  confidence  on  hie  own 
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aircraft  from  the  Army  and  Navy  test  units. 

MR.  ROGERS:  In  view  of  the  limitations  under  which 
we  export  that  aircraft  — * in  other  words,  it  is 
by  our  Services  — I see  no  reason  why  we  should  not  do 
that,  give  the  official  data  as  to  what  it  will  do  and 
what  it  will  not  do.  Certainly  there  is  plenty  of 
difference  of  opinion  about  what  the  equipment  will  do, 
as  we  know  from  statements  that  are  made  in  this  country 
as  to  comparative  performances  of  American  aircraft  and 
particularly  the  British. 

MR.  WARNER:  Thank  you. 

THE  CHAIRMAN:  We  are  very  much  obliged  to  you. 

MR.  ROGERS:  Thank  you* 

(Witness  Excused) 

STATEMENT  OF  j.  H.  KINDELBERGER, 

PRESIDENT,  GENERAL  AVIATION  MANUFACTURING 
CORPORATION 

MR.  LANE:  For  the  purpose  of  the  record,  may  we 

have  your  past  and  present  connection  with  aeronautics 

MR.  KINDELBERGER:  I was  in  the  Air  Corps  until 

January,  1910,  Glenn  L.  Martin  Company  at  Cleveland  until 
1935,  Douglas  Aircraft  Company  at  Santa  Monica,  California, 
until  July  of  this  year,  and  from  that  time  with  Genera^ 
Aviation  Manufacturing  Corporation. 
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MR.  LANE:  Have  you  a statement  that  you  wish  to 

make  to  the  Commission,  Mr,  Kindelberger? 

MR.  KINDELBERGER:  I prepared  a rough  brief  here. 

It  so  happened  that  I had  worked  with  the  Chamber  of 
Commerce  on  this,  and  I did  not  want  to  write  the  same 
thing  all  over  again,  so  I just  expanded  a few  points  on 
that . 

MR.  HUN  SANER:  We  have  the  brief. 

MR.  LANE:  Rather  than  read  the  fcrigf, would  it  not 

serve  the  purpose  for  you  just  to  take  your  brief  and 
to  us 

high  light  it /as  you  go  along? 

MR.  KINDELBERGER:  Yes. 

MR.  LANE:  We  will  get  the  gist  of  it  that  way,  and 
we  can  read  the  brief  later  on. 

MR.  KINDELBERGER:  In  the  first  place,  I have  heartily 
endorsed,  as  I say,  the  report  of  the  Aeronautical  Chamber 
of  Commerce  and  that  of  the  Manufacturers  Aircraft  Associ- 
ation to  this  body,  because  I feel  that  they  have  been 
very  well  worked  out  and  cover  the  situation  extremely 
well. 

In  making  the  recommendations  which  I did,  I followed 
the  questionnaire  of  this  body  in  general. 

The  first  recommendation  is  that  the  Government  make 
no  move  to  manufacture  aircraft,  engines,  or  accessories. 
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I believe  that  the  principal  reaeon  that  has  been  advanced 
for  making  such  a move  that  the  Government  ge§  into  manu- 
facture is  for  the  puipose  of  determining  Goste  as  a 
yardstick  against  the  prioes  paid  by  the  Government  to  the 
industry  for  airplanes.  It  is  rather  a hopeless  thing 
for  them  to  do,  because  in  all  past  experience  with  Govern- 
nakt  manufacture,  which  has  not  been  successfulii?|echnically, 
there  has  been  no  real  yardstick  possible  because  of  the 
fact  that  their  cost  keeping  systems  have  not  taken  into 
account  those  things  that  affect  private  manufacture. 

For  an  example,  if  this  large  plant  at  the  Haval 
Aircraft  Factory,  with  its  equipment,  were  charged  taxes, 
its  insurance,  its  depreciation,  its  upkeep  and  maintenance, 
if  the  salaries  of  all  the  officers  were  charged  against 
the  amount  of  work  done  there,  the  price  would  be  so  much 
out  of  line  even  with  the  so-called  high  price  of  aero- 
nautical development  and  construction  in  private  industry, 
that  it  would  form  no  means  of  comparison  whatever. 

^n  this  brief  I have  reoommended  that  in  case  the 

Government  were  to  enter  into  such  manufacture,  a system 
into  account 

be  set  up  to  take/all  of  these  indirect  costs  in  order  to 
show,  as  it  would  show  very  quickly  and  clearly,  that  the 
costs  of  manufacturing  In  that  way  would  exceed  those  in 
private  manufacture.  Furthermore,  at  the  present  time,  the 
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industry  ie  a woe  bit  weak  from  lack  of  nourishment,  and 
if  the  available  amount  of  money  is  going  to  be  further 
split , there  are  going  to  be  a lot  more  cases  of  starvation, 

MR,  LAME:  Do  you  believe  that  10  per  cent  of  the 

M avy 1 s equipment  in  airplanes  and  engines  represents  any 
real  menace  to  the  industry? 

MR,  KINDELBERGER:  I think  1 per  cent  does  at  the 

present  time,  because  the  industry  has  not  had  and  does 
not  have  now  enough  work  of  any  kind  to  keep  it  in  a 
healthy  state.  If  you  would  make  a survey  of  the  con- 
dition of  work  in  the  various  plants  that  have  been  more  or 
less  built  up  and  developed  on  the  basis  of  military  air- 
craft, you  will  find  that  at  least  three  of  the  large 
concerns,  large,  experienced,  well  equipped  factories,  si?© 
practically  out  of  work. 

MR.  EjAFE  : That  is  true  with  every  other  industry  at 

this  particular  period,  ie  it  not? 

MR,  KIHDELBERGER:  Yes  sir,  possibly  so,  but  I do 

not  think  it  is  so  much  a matter  of  the  period  as  of  the 
general  condition. 

MR.  LAKE:  All  right.  is  not  unique  in  the  air- 
craft industry, 

MR,  KIHDELBERGER:  I thinks  it  is  indicative  of  the 

fact  that  there  is  not  enough  business  to  keep  a healthy 
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industry,  and  that  any  dissipation  of  the  amount  of  busi- 
ness will  adversely  affect  the  industry,  I repeat  that 
if  it  ie  to  dissipate  it,  it  certainly  must  be  accounted 
for  in  business  methods  if  it  is  going  to  form  any  basis 
for  comparison, 

MR,  LME;  You  reccommend  here  as  your  second 
recommendation  that  development  go  along  with  recognized 
manufacturers.  By  that  I assume  you  mean  the  approved 
list? 

MR,  KINDELBERGER;  In  effect,  yes,  because  it  is  so 
very  easy  to  start  an  experimental  airplane  factory.  You 
can  build  one  experiment  al  airplane  in  a barn  with  very 
few  tools  and  do  a pretty  good  job  of  it.  But  when  ryou 
have  done  so,  that  is  all  you  have.  They  cannot  produce 
another  airplane  or  they  rc anno t produce  any  quantity  of 
them.  Your  manufacturers  who  are  trying  to  maintain  a 
large  staff  of  experienced,  well  trained  engineers  and  re- 
search people , cannot  stand  that  kind  of  competition.  j 

believe  that  we  must  maintain  a strong,  well  organized, 
well  equipped  industry  for  national  defense  purposes,  I 
feel  that  in  order  to  do  that  the  limited  amount  of  busi- 
ness must  be  distributed  in  a limited  field.  It  ie  much 
like  the  Japanese  gardener  that  I got  to  fix  up  the  baok 
yard,  I complained  because  he  could  not  get  any  roses  to 
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grow.  He  said: 

RYou  have  only  got  a place  so  big,  and  you  have  got 
too  many  roses*  n 

He  cut  out  a few  of  the  weaker  roses  and  pruned  the 

good  ones*  In  a oouple  of  years  we  have  had  a beautiful 
it 

garden*  Beit /is  a matter  of  not  enough  .^nourishment 
for  too  many  plants* 

MR.  LME:  It  has  been  Biggest ed  to  us  that  from 

the  point  of  view  of  the  Government,  both  in  economy  and 
national  defense,  it  is  more  advantageous  to  have  a great 
many  small  manufacturers  with  low  overhead  than  it  is 
four  or  five  large  manufacturers  who  have  grown  so  large 
that  their  overhead  more  or  less  eats  them  up. 

MR.  KINDELBERGERs  The  overhead  will  not  oat  them 
up  if  there  is  enough  business  to  keep  the  plants  moving, 
in  the  first  place*  In  the  second  place,  in  order  to  have 
a well  rounded  staff,  if  you  are  going  to  design  military 
airplanes,  which  are  rather  a specialized  thing,  you  have 
to  have  people  that  are  good  on  armament,  you  have  to  have 
an  armament  branch  in  your  design  group,  your  power  plant, 
your  structures,  your  aerodynamics,  your  general  design, 
detail,  and  all  of  those  things.  That  means  that  you  must 
have  a fairly  large  staff  to  go  on* 
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If  you  are  going  to  have  a lot  of  small  sporadic  places 
jumping  up  over  night,  they  cannot  maintain  these  people. 

You  have  to  have  a fairly  large  plant,  in  my  opinion,  to 
carry  the  overhead  of  a good,  sound,  well-balanced  engineer- 
ing and  research  department.  I think  that  the  progress 
of  the  industry  depends  upon  the  engineering  and  research. 

MR?  LANE.  How  would  you  provide  for  small  organiza- 
tions becoming  approved  organizations? 

MR.  KINDELBERGER.  I would  say  that  in  order  for  an 
organization  to  get  on  an  approved  list,  if  you  put  it 
that  way,  they  should  have  an  engineering  department  of 
a certain  caliber,  they  should  have  people  of  recognized 
ability. 

MR.  LANE.  Who  would  give  that  recognition? 

MR.  KINDELBERGER.  It  is  a rather  difficult  thing  to 
define.  I do  not  know  an  exact  definition  myself,  but 
I think  one  could  be  worked  out  that  would  define  what 
waB  essential. 

MR. LANE.  You  would  not  just  make  capital,  the  avail- 
ability of  a certain  amount  of  capital  - 

MR.  KINDELBERGER.  No.  I think  that  the  availability 
of  a certain  amount  of  capital  is  one  essential,  however. 

I think  a plant  that  is  going  to  be  considered  a unit 

of  our  national  defense  program,  must  have  an  engineering 
and  research  department,  because  this  is  still  distinctly 
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an  engineering  game.  It  must  have  a production  department 
sufficient  to  manufacture  airplanes  in  quantity  in  time 
of  peace.  For  instance,  if  one  company  develops  an  air- 
plane and  carries  it  through  its  trials,  it  should  have 
production  facilities  to  go  ahead  and  produce  that  airplane 
in  reasonable  quantities,  say  of  100  per  year,  which  would 
be  an  ordinary  purchase  of  successful  airplanes  if  the 
programs  now  under  consideration  were  darried  out.  It  also 
should  be  distinctly  a part  of  our  war  plan  set-up  and 
capable  of  expansion. 

MR.  LANE.  I notice  that  in  paragraph  B of (2),  you 
recommend  a design  competition  similar  to  the  system  now 
used  for  the  Navy  Department  be  followed. 

MR.  KINDELBERGER.  Y es. 

MR*  LANE.  Their  design  competitions  do  not  call  for 
any  qualification  on  which  to  bid  such  as  you  suggest. 

MR.  KINDELBERGER.  They  do.  They  say  in  there  — 

I do  not  know  how  closely  they  have  followed  it,  but  in 
many  of  their  circulars  they  say  that  past  experience, 
engineering  facilities,  and  production  facilities  of  bid- 
ders will  be  given  consideration, — .Just  as  far  as  they 
can  go  under  the  present  law. 

MR.  WARNER.  Mr.  Kindelberger , the  present  practice, 
at  least  in  dealing  with  the  ^avy  or  the  practice 
until  recent  changes  in  procurement  rules  were  made, seems 


d3 

4049 

to  have  been  to  use  the  design  competition!  as  a lever 
wherewith  to  pry  off  a foothold  for  a new  coop  any.  The 
case  of  Grumman  is  outstanding. 

MR.  KI NDEL BERGER*  Yes. 

MR.  WARNER.  Is  that  not  in  itself  a pretty  good 
guarantee  of  a competent  engineering  organization,  to  win 
a design  competition  and  a flight  competition  with  some- 
thing or  other  that  sometefcdy  has  been  responsible  for? 

MR.  KINDELBERGER.  It  is  an  indication,  yes,  but  with 
comparatively  little  expense  I could  take  a couple  of 
people  and  get  design  competition  material  out  that  I could 
guarantee  and  come  pretty  close  to  winning  a larger  percen- 
tage of  competitions,  at  . probably  a thousand  hours  of 
engineering,  making  a complete  study. 

MR.  WARNER.  That  seems  pretty  paradoxical,  if  you 
can  take  a couple  of  men  and  win  a competition  against 
all  these  great  companies  with  their  elaborate  organiza- 
tions and  their  engineering  personnel  whom  they  have  been 
selecting  and  rejecting  and  selecting  again  for  years, 
and  their  wind  tunnels  and  laboratories.  What  is  all 
the  research  worth?  Why  do  they  win  design  competitions? 

MR.  KINDELBERGER.  Do  not  lose  sight  of  this,  Mr. 
Warner,  that  Grumman  had  been  working  with  Loening  and  had 
aL 1 of  his  past  experience  at  his  fingertips,  and  further, 
had  some  of  the  men  that  had  been  developed  in  the  Loening 


>■  • " . :* 


-I 


: ’ : • ' , 

■ . i 


Jr  ; 


h 

0 


vV'iV.  .;.  ' 


••  v 


’ IX  •• 


V..  V-j'. 


' f ► ; ST r*’  • 

7 'V  . — «v 

•v  } • ••  ’ 1 •"  •*  rv  . 

. ' ■ • »;  ;.*•£$  . . • • \ v, 

1 ^ • : XCv..:.vV  . ■:• .. 

“i' 

• ,,  • * ' i ''  ■ '*  ’ • t*  v, 

■:  < c£  • , • 


. ■'  v ' ' - ' vf 

• ■ ■ - . , 

* BXV.r  f-vp  vr  m 


;r  --  - .•(/  • 

■ **  ■■•<••  •>..  . • « 


' 'f  V..  ■ . 


■ *.  ;Xj':T.V"  ■ • 


Id 


• : 


• • :.j  !.. 


• vit. 


f 


■ ' X , 

•••  ~ • v ... 

si)t  K/*'  - 


• ■ • ' X • ' , v. 


:V0 


•••  -..'it  ,.»f. 

'■>.  •• - ■■  ' ’■  ■<  •■•  v ; 

‘ * •'  '•**  Q I*  r ■: 


■ ■>  • 


■ ■ • . x 


■ ■ X .'S 

' .•  ; • 

, s ' . * . , y. 

• . > •.  r 


■ v '••I- ..  "■ 


- . - : . 


V *'-■  ■ ,1.  . * ' 1: 

' < • *'  Usnpi\  ' ‘-v  . ..  . 

■ 1 4 ' ■■  • ■ ■ 


■ ..  ; ; - . i’ 


' ■ X ■ M • • . 

• r ; 1 ■’  ’i'  ' ; * ■ y > , "r  . . . • 

' * •' ■*  :'  :r:X 

' Xvr,c/  . "■  . 


. »'■.  .8 


■.  ...  • ■ 


•tv.  " 


■ . ••  J. 


...  JXJ 


' . v'.  • , 


' ....• 


J • ,X'  1 


; 0‘X  ••  X XX  ?v,  X.  : r;. 


1;,.  a<: 


!i;;- j j fo&il.  « o' 


i 


d4 

4050 

organization. 

MR.  LANE.  You  are  afraid  of  someone  carrying  an 
old  organization  into  a new  one  and  giving  it  an  apparent 
value  for  a short  time? 

MR.  KINDELBERGER.  That  is  right.  In  my  case,  for 
instance,  I have  right  now  two  men  that  I consider  outstand- 
ing whom  I brought  with  me  from  Douglass,  and  since  I 
have  been  here  four  or  five  have  dropped  in.  That  is  the 
way  it  goes.  So  that  this  new  organization  idea  •—  in 
fact,  I am  almost  in  the  same  position  myself  at  the 
present  time,  except  that  I do  have  backing  that  will  per- 
mit me  to  meet  the  qualifications  at  any  time  I need  them 
— is  not  something  that  is  just  picked  up  out  of  the 
air*  It  is  taking  the  experience  that  has  been  developed 
by  these  larger  companies,  if  it  had  not  been  for  the 
fact  that  Martin  — I went  to  Douglass  from  Martin  with 
a large  amount  of  experience  that  had  accumulated  there 
over  a period  of  years.  I have  come  from  Douglass  to 
general  aviation  with  probably  as  wide  an  experience, 
fortunately  f or  me,  over  that  period  of  years,  as  I could 
have  had  anywhere  in  the  world  as  to  types  and  scope  of 
experience.  If  it  had  not  been  for  the  f act  that  Douglass 
was  by  “that  time  a well-developed  organization  with  a 
man  in  charge  who  could  see  the  value  of  expenditure  of 
funds  for  development  work,  I would  not  have  these  trained 


people.  I wouldAot  have  the  ability  myself  to  go  eahead 
and  design.  Because  it  has  been  paid  for  by  a large 
company  already.  But  there  is  a distinct  limit  as  to  how 
far  these  offshoots  can  go  and  not  eat  up  the  soil  and 
everything  will  perish  for  lack  of  finances  and  ability 

i 

to  continue. 

MR.  LANE.  In  recommendation  No.  3,  you  say  the  recogni 
tion  of  design  rights  of  inventors,  and  so  forth.  Do 
you  mean  in  any  way  different  than  the  Navy  now  recognizes 
them? 

MR.  KINDEL BERGER.  I do  not  know  just  how  they  recog- 
nize them,  because  if  you  get  a contract  from  t he  Navy 
right  now,  you  sign  a long  legal  dissertation  covering 
about  a page  and  a half  of  fine  typewriting,  to  the  effect 
that  no  matter  what  you  design  or  develop,  you  do  not 
retain  any  interest  in  it,  and^  that  it  can  be  manufactured 
in  whole  or  in  part  by  the  Government  without  paying  you 
a royalty  or  giving  you  any  consideration;  so  that  I do 
not  call  that  recognizing  a design  right,  even  in  princi- 
ple. And  there  is  also  the  question  of  what  is  a design 
right,  which  has  received  a lot  of  discussion. 

MR.  LANE.  That  is  exactly  the  point.  How  can  you 
recognize  it  if  you  cannot  describe  it? 

MR.  KINDELBERGER.  As  I said  before,  it  is  so  simple 
and  inexpensive  to  draw  a picture  of  an  airplane  that  you 
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can  substantiate  and  guarantee  and  prove  it  is  just  the 
thing,  that  that  should  not  constitute  a design  right. 

In  my  estimation,  you  should  not  have  a design  right  in 
any  invention  of  that  type  — it  is  not  necessarily  an  in- 
vention, it  is  a design  — unless  you  have  reduced  it  to 
practice  and  have  a physical  article  flying  and  worked 
out.  At  that  time  I should  say  a manufacturer  would  have 
design  rights  on  that  airplane. 

MR.  LANE.  Would  we  not  have  great  difficulty  if 
we  ever  started  recognizing  design  rights  now  in  view  of 
the  patents  that  we  have?  There  are  very  few  design 
rights  to  be  allowed,  unless  you  went  back  a great  many 
years  and  recognized  them  of  t^n  or  fifteen  years  ago. 

MR.  KINDELBERGER.  You  mean  as  far  as  distinctly  pat- 
entable features  are  concerned? 

MR.  LANE.  No.  I mean  as  far  as  designs  of  airplanes 
are  concerned. 

MR.  KINDELBERGER.  I think  that  in  case  of  quantity 
production  at  the  present  time  or  procurement,  the  individ- 
ual’s airplane  that  he  has  designed,  developed  and  reduced 
to  practice,  he  should  be  given  a chance  to  enter  into 
negotiations  on  it,  and  have  his  design  rights  recognized 
from  this  time  on.  I see  no  reason  why  a mistake  that 
has  been  carried  on  for  years  should  continue  just  because 


it  has  been  made. 
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MR.  LANE.  How  would  you  snuggest  that  the  Government 
reooghize  this  design  right,  by  assuring  him  of  a produc- 
tion order,  with  an  option  on  royalty  if  somebody  else 
produces  it? 

MR.  KINDELBERGER.  That  is  the  idea. 

MR.  LANE.  Would  you  carry  that  to  Ihe  design  of  the 
entire  airplane  or  to  the  specific  features? 

MR.  KINDELBERGER.  I would  carry  that  to  t he  design 
of  the  airplane.  In  case  a man  were  to  design,  let  us 
say,  a gun  mount,  that  he  could  protect  that  in  some 
way  by  having  it  carried  as  an  element  of  his  design. 

There  i s an  example  of  that  right  now.  The  problem  of 
designing  a suitable  gun  emplacement  for  the  rear  cock- 
pit of  an  airplane  has  been  thought  over  for  years,  and 
there  has  not  been  anything  that  has  really  been  considered 
excellent,  until  a young  fellow  named  Smithson  at  the 
Douglass  Company  designed  one  which  seems  to  answer  the 
Questions.  In  fact,  it  has  been  highly  commended  bythe 
services,  and  it  is  considered  so  good  that  its  use  has 
been  specified  in  a number  of  the  new  contracts.  And  yet 
inasmuch  as  that  was  developed  on  an  airplane  on  a Navy 
contract  it  is  impossible  for  the  Douglass  Company  to 
control  that  and  get  anything  out  of  it  , although  quite 
a large  amount  of  money  was  spent  on  development  of  that 
particular  unit,  and  in  sp'l&e  of  the  fact  that  on  that 
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airplane  there  was  a considerable  loss  of  money. 

MR.  WARMER.  Douglass  has  a patent  on  that? 

MR.  KIHDELBERGER.  Theif  patent  application  has  been 
put  in. 

MR.  WARMER.  When  a patent  has  been  issued,  they  can 

agreement 

put  it  in  under  the  cross-license/ of  the  Manufacturers 1 
Aircraft  Association,  and  they  can  collect  a royalty  on 
its  use  by  all  the  members  of  the  Association,  without 
any  reference  to  the  Government  use? 

MR.  KINDELBERGER.  There  has  been  a considerable  ques- 
tion on  that,  Mr.  Warner,  as  to  whether  the  fact  that 
the  designer  in  effect  has  signed  away  his  rights  prior 
to  its  design  — whether  he  can  collect  under  the  Manu- 
facturers' Aircraft  Association.  That  question  came  up 
on  an  ammunition  box  about  a year  ago.  I raised  the  ques- 
tion to  see  whether  we  were  to  pay  royalty  or  not.  So 
far  as  I know,  they  have  never  quite  been  able  to  decide. 
But  in  general  they  feel,  particularly  the  Mavy  legal 
and  patent  section  over  here  feels,  that  inasmuch  as  the 
designer  of  that  article  signed  away  his  rights  before 
he  designed  it,  that  when,  if,  and  as  he  should  design 
anything,  it  would  become  public  property  for  use  on 
Government  airplanes;  that  the  man  who  manufactures  it 
later  and  uses  it  on  a Government  airplane  already  has 
been  granted  a license  for  its  use.  That  is  all  part  of 
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this  long  signing  away  of  your  rights  business  that  I 
was  talking  about.  But  I do  think  a man  should,  have  the 
opportunity  at  least  of  carrying  on  through  production 
of  the  airplane  or  any  important  device  thereon,  on 
which  he  has  expended  time,  money  and  ingenuity.  Unless 
that  is  protected,  there  is  no  real  incentive  for  a manu- 
facturer to  proceed  with  design, 

MR.  LANE.  If,  however,  the  Government  paid  the  en- 
tire development  cost,  the  Government  should  be  entitled 
to  the  reproduction  rights  on  the  particular  article  for 
its  own  use,  I should  say. 

MR,  KINDELBERGER,  I do  not  agree  with  you,  Mr. 

Lane,  because  the  future  business  of  any  company  depends 
on  its  ability  to  produce  an  outstanding  article  and  to 
sell  that  article  and  make  it.  If  when  that  article  is 
made  he  is  paid  in  full  for  its  cost,  we  will  say,  and 
then  somebody  else  is  given  a contract  to  build  it,  he 
has  lost  out  on  his  time  and  his  creative  department,  all 
the  time  it  took  to  develop  that,  without  any  compensating 
;tork  in  his  factory. 

MR.  LANE.  He  has  a certain 

amount  of  knowledge  and  experience  gained  from  the  develop- 
ment of  that  particular  article,  however? 

MR.  KINDELBERGER.  Yes,  which  usually  scares  him 
so  badly  that  he  is  the  high  bidder. 
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MR#  LANE.  Is  It  not  my  understanding  that  if  I 
come  to  you  and  ask  you  to  design  me  an  airplane  without 
any  specific  contract,  saying,  nI  will  merely  pay  you 
the  development  cost,  and  * want  a particular  airplane 
to  do  certain  things;  you  develop  that  airplane  for  me 
and  I will  buy  it  from  you  at  cost”;  does  not  the  law  im- 
ply that  I can  reproduce  that  airplane  anywhere  I want 
for  ray  own  use? 

MR.  KINDELBERGER.  I am  not  competent  to  speak  on 
that  point  of  law, 

MR.  LANE.  I mean,  it  is  true,  I think,  with  every 
article. 

MR.  KINDELBERGER.  I know  that  the  bw  does  recognize 
the  design  rights  in  unpatentable  inventions,  and  if  I 
were  to  design  an  airplane  and  usedthat  airplane  as  a 
sample  to  sell  thowe  airplanes,  it  would  not  prohibit 
you  under  the  law  from  starting  again  from  sdratch  and 
building  a similar  article  and  going  out  and  do&ng  the 
same  thing.  But  you  could  not  use  my  airplane,  or  my 
article,  as  a sample  to  go  out  and  sell, 

MR.  LANE.  No,  but  if  I apply  to  anybody  to  produce 
something  for  me  and  pay  his  expense,  or  whatever  expense 
he  agrees  he  will  produce  it  for,  the  law  does,  I believe, 
imply  that  I have  a reproduction  right  in  that  article  for 
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my  awn  use. 

MR.  KIND EL BERGER.  That  may  be  true,  but  if  I were 

going  to  do  that,  I would  certainly  do  just  what  the 
Government  is  doing  and  put  it  in  the  contract  that  I did 
have  that  right. 

MR.  LANE.  It  saves  law  suits? 

MR.  KINDELBERGER.  Yes. 

MR.  LANE.  That  is  the  only  thing  that  it  does  save? 
You  do  not  gain  anything? 

MR.  KINDELBERGER.  I am  speaking  somewhat  aside  from 
the  strictly  legal  side  of  the  question,  but  from  the 
more  common  sense  standpoint  of  providing  an  incentive 
for  the  maintenance  of  engineering  departments  that  are 
capable  of  producing  such  a desi  gn  and  for  allowing  the 
man  who  usee  his  time  and  ingenuity  and  money  on  a problem 
to  benefit  thereby  by  getting  an  opportunity,  at  least, 
to  negotiate  a contract  to  build  it  in  production,  past 
experience  has  shown  certainly  t hat  such  negotiations 
have  not  robbed  the  Government  at  all.  I think  if  you 
will  dheck  the  Delaney  figures,  the  figures  ctf  the  Delaney 
Board,  it  shows  approximately  a 6 per  cent  average  over 
all  Government  business.  Those  orders  were  taken  over 
those  periods  only,  When  those  factories  were  busy  with 
Government  business,  and  the  overhead  was  averaged  over 
that  period.  They  do  not  point  out  the  fact  that  the 
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amount  of  profit  that  you  would  make  on  a large  contract 
at  6 per  cent  would  he  eaten  up  in  a couple  of  months 
if  you  tried  to  maintain  the  nucleus  of  that  organization 
whi3.e  you  tried  to  get  another  bit  of  business.  Further- 
more, the  only  reason  that  the  industry  in  general  is 
? surviving  as  it  is  is  that  a great  number  of  our  Ameri- 
can citizens  were  enthusiastic  about  aircraft  and  airplane 
possibilities  around  1929,  and  went  out  and  bought  a 
tremendous  amount  of  stock  and  provided  these  companies 
with  a lot  of  capital  which  they  have  gradually  eaten  up. 
It  has  not  been  the  Government  that  is  at  fault. 

THE  CHAIRMAN.  Any  further  questions?  Thank  you 
very  much,  Mr.  Kindelberger. 

(Witness  excused.) 

THE  CHAIRMAN.  We  wil}  adjourn  now  until  9:30  to- 
morrow morning. 

(Whereupon,  at  12:50  o1 clock  p.m. , an  adjournment 
was  taken  until*  9:30  o1  clock  a.m. , Friday, 
November  23,  1934.) 
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